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The Scottish Economy 
Industrial Performance 
OVERVIEW 
For the fourth quarter in a row the index 
of industrial production and construction 
in Scotland regis tered a f a l l when the 
resu l t s for the second quarter 1986 were 
released. The index was down 0.3% from 
the f i r s t quarter 1986 figure (which, in 
turn, had been revised upwards by 0.4% 
from the previous production index new 
release) and stood at 99.3 (1980=100). 
In marked contrast , the year-on-year UK 
to ta l index rose by 2.6% whereas the 
Scott ish index marked time. the UK 
annual index (made up of the l a s t two 
quar ters in 1985 and the f i r s t two in 
1986) now stands above i t s 1979 level at 
107.4 compared with 106.9. In Scotland 
the picture i s qui te different with the 
la tes t four quarter index averaging 101.5 
compared with the 1979 figure of 106.4 
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Indications from the l a t e s t Sco t t i sh 
Business Survey and CBI Industrial Trends 
survey suggest that output may have picked 
up in the fourth quarter of 1986 but 
previous surveys indicate that the third 
quarter , f igures for which should be 
available for the May Commentary, wi l l 
reg is te r further dec l ine in S c o t t i s h 
output l eve l s . The effects of the o i l 
price collapse f i l t e r i ng throughout the 
Scottish economy are undoubtedly a major 
cause of this dichotomy between Scott ish 
and UK performance. 
In the briefing paper by Boyle and Jenkins 
contained in th i s Commentary the main 
features of the 1984 Census of Employment 
are discussed and, in par t icular , the 
re la t ive growth and decline in Scottish 
and UK i n d u s t r i a l a c t i v i t i e s . The 
figures detai led make grim reading and 
further highlight the Scottish element of 
the 'north-south divide' . 
BUSINESS SURVEY 
With the inauguration of the quarterly 
Scottish Business Survey (SBS) in October 
1984 there are now two regular up-to-date 
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indicators of trends in the Scott ish 
indust r ia l sector. The combination of 
the new survey and the long-standing CBI 
Industrial Trends Survey provides a 
comprehensive assessment of trends in 
Scottish industry. The two data sources 
are essentially complementary, but there 
are important differences between them. 
Whilst the CBI Survey provides information 
on trends by size of firm, the Scottish 
Business Survey provides a geographical 
breakdown of responses. Equally, the CBI 
p r o v i d e s i n f o r m a t i o n on s e c t o r a l 
employment t r e n d s , while the SBS 
dist inguishes between male and female 
employment, and in some sectors between 
full- and part-timers. In addition, the 
number of respondents to the SBS is well 
over twice that of the Scottish section of 
the CBI survey. Responses are e l i c i t ed 
not only from manufacturing but also 
construction, d is t r ibut ion and financial 
i n s t i t u t ions . The r e su l t s from the new 
SBS are therefore capable of a greater 
degree of disaggregation than those from 
the CBI. 
Since the l a s t SBS and CBI surveys , 
s te r l ing has s t a b i l i s e d a f t e r having 
weakened considerably in the las t months 
of 1986. There has been a considerable 
r i se in the price of o i l over the past 
quarter by almost 30% but this has not yet 
percolated through to other prices and the 
r e t a i l index rose only s l ight ly in the 
l a s t quarter. This r i se in the general 
level of prices was matched by a s l igh t 
increase in nominal interest rates. 
THE SCOTTISH BUSINESS SURVEY 
For the f i r s t time since i t s inception the 
SBS indicates that a buoyant mood now 
prevails amongst respondents. This new 
optimism i s , however, qualified in both 
i t s geographical and indust r ia l extent. 
Most worrying, perhaps, i s that whilst i t 
would appear t h a t t he re may be some 
abatement in the rate of job losses, there 
i s l i t t l e i n d i c a t i o n , as ye t , t h a t 
s ignif icant inroads wil l be made into 
unemployment. 
The most pronounced optimism is expressed 
by respondents in retai l distribution and 
m a n u f a c t u r i n g i n d u s t r i e s . In 
manufacturing, a posit ive balance of 14% 
of respondents expect an improvement in 
the i r general business s i tuat ion. In 
retai l distribution an impressive 20% of 
respondents a r e , on balance, more 
optimistic. This underlines the recent 
record leve ls of r e t a i l sales . The 
c o n s t r u c t i o n i n d u s t r y , which has 
consistently taken a pessimistic outlook, 
now has a p o s i t i v e balance of 7% of 
respondents viewing cond i t ions more 
favourably. Only in wholesaling does 
there appear to be broad pessimism about 
future trading cond i t i ons . Reduced 
optimism is reported by a balance of 14% 
of respondents. 
In terms of geographical spread, the 
resu l t s confirm that Aberdeen i s s t i l l 
suf fer ing from the e f f e c t s of the 
recession in the o i l industry. All 
s e c t o r s in Aberdeen are experiencing 
retrenchment and desp i t e the recent 
increase in the price of o i l there is 
l i t t l e prospect of recovery in the coming 
quarter. In Glasgow, service sector and 
construction activity are the most buoyant 
whilst in both Edinburgh and Dundee, i t is 
the manufacturing sector which shows the 
strongest signs of recovery. Indeed, in 
Dundee, respondents in manufacturing 
actually expect to increase the numbers 
they employ. Female rather than male 
employment would appear to be the main 
beneficiary in this respect. 
Considering now the sectoral breakdown of 
resu l t s in further de ta i l the following 
main points emerge. In Construction, the 
principal source of increased activity in 
the coming months i s l ikely to be orders 
which are placed by central government and 
other public sector organisations. Only 
in Edinburgh i s the expansion of private 
sec tor o rde r s expected to dominate. 
Despite the sometimes substantial balance 
of respondents expecting increases in 
orders, most contractors expect to reduce 
the number of people they employ. In 
both Glasgow and Dundee, however, there is 
some indication tha t employment may be 
expanded. 
In the wholesale trade sector, alone in 
maintaining a pessimistic outlook, there 
i s some indication that conditions may 
improve over the next three months. The 
r e t u r n s for Glasgow stand in marked 
contrast to those from other areas and 
suggest that volume sales and employment 
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have expanded there over the past quarter. 
Whilst respondents from Edinburgh claim to 
be pessimistic about trading conditions, 
they do expect pronounced increases in 
both volume sales and employment over the 
three months to April. I t is likely that 
if other sectors in the economy do recover 
in due course the benefi ts of th i s w i l l 
spi l lover into wholesa l ing . Unlike 
w h o l e s a l i n g , a c t i v i t y in r e t a i l 
d i s t r ibu t ion now exhibi ts considerable 
vigour. This i s perhaps surprising given 
that respondents were previously only 
mildly o p t i m i s t i c . Feel ings about 
b u s i n e s s op t imism have now been 
s u b s t a n t i a l l y revised upwards with a 
balance of 20% of respondents expressing 
greater optimism. The growth in volume 
sales which established new records in the 
past quarter i s actually expected to be 
surpassed in the coming quarter . As 
noted previously, i t i s only the Aberdeen 
returns which do not conform to t h i s 
g e n e r a l t r e n d . In Glasgow, in 
particular, re ta i l activity appears to be 
expanding at a feverish pace. Indeed, i t 
i s only in Glasgow that the increased 
throughput has had beneficial knock-on 
effects on employment. Last quar ter ' s 
growth in total employment is expected to 
be sustained over the coming four months 
but the balance of th is expansion i s 
heavily weighted toward part-time working. 
The general optimism which now prevails in 
the sector appears to be suff ic ient ly 
strong to have led to an upward revision 
of investment in tent ions . A balance of 
24% of respondents have, over the past 
three months, made plans for the expansion 
of their premises. 
In the l a s t Commentary, a s ignif icant 
balance of respondents in manufacturing 
were l e s s opt imis t ic about their general 
business situation. The position is now 
exactly the reverse. A balance of 14% of 
respondents report increased optimism. 
Since this optimism is only newly founded 
i t would be imprudent to place too much 
emphasis on i t . 
The increased volumes of new orders and 
sales which were expected by respondents 
in the past quarter materialised and this 
growth is now expected to be consolidated 
over the coming t h r e e months. As 
previously, the expansion in demand would 
appear to emanate largely from outside 
Scot land. Export o rders and s a l e s 
provide the principal source of expansion 
but orders and sales originat ing from 
other areas of the UK are now also a 
s ignif icant source of growth. Domestic 
o r d e r s and s a l e s remain weak by 
comparison. 
Support for the view that the optimism in 
manufacturing will not be of an ephemeral 
na ture i s found in the inves tment 
intentions of manufacturers. A balance 
of 21% of respondents expect to increase 
investment in plant and equipment and a 
b a l a n c e of 6% expec t t o i n c r e a s e 
investment in premises. Noticeably, of 
the reasons cited for the authorisation of 
investment, the desire to expand capacity 
now f e a t u r e s q u i t e p r o m i n e n t l y . 
Previously, virtually a l l investment was 
undertaken with a view to increasing 
efficiency. Once again , though job 
losses are unlikely to be as pronounced as 
previously, the expansion of manufacturing 
activity is unlikely to make much impact 
on unemployment. 
THE CBI SURVEY 
The r e su l t s of the CBI survey largely 
endorse those of the SBS. In the CBI 
survey a balance of respondents in 
manufacturing are more opt imis t ic about 
their general business situation. There 
i s the expectation of increased orders and 
sales but, in contrast to the SBS, there 
is no evidence to suggest that investment 
wi l l be expanded. On the contrary, a 
negative balance of respondents expect to 
inc rease c a p i t a l expenditure on both 
bu i l d ings and p l an t and machinery. 
Uncertainty about demand and the prospects 
of less than adequate returns are adduced 
as t he p r i n c i p a l r e a s o n s for t h e 
r e luc t ance to i n v e s t . On ba lance , 
therefore, the resu l t s of the CBI survey 
are perhaps l ess sanguine than those of 
the SBS. 
On disaggregation the CBI results indicate 
that optimism i s greatest amongst medium 
and large sized firms. Small firms would 
appear to be benefiting l ess obviously 
from the expansion in ac t iv i ty . At the 
sectoral level , optimism appears to be 
broadly based. Optimism is most apparent 
in the chemicals and t e x t i l e s sectors . 
Whilst the textile sector has shown signs 
of buoyancy in the past few years, (but 
not in previous quarters) chemicals has 
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very rarely shown indications of business 
confidence. Export p rospec t s , in 
particular, appear to explain the new mood 
of optimism in the chemicals sector. 
In the mechanical, instrument, electrical 
and vehicle engineering sector there i s 
a l so evidence of a turn-around in 
fortunes. A large balance of 20% of 
respondents are more opt imis t ic about 
their general business situation than they 
were three months ago. As in other 
s e c t o r s of the economy much of t h i s 
confidence would appear to have i t s 
or igins in the growth of export markets. 
Hitherto there has been l i t t l e growth in 
the expor ts of S c o t t i s h engineering. 
Whilst there has been a recent history of 
employment contraction in the sector, the 
growth in orders i s this time expected to 
be sufficiently large to lead respondents 
to suggest that they may increase the 
numbers they employ. 
There are, however, sectors which report 
an e x p e c t a t i o n of more d e p r e s s e d 
conditions. The decline of the metals 
and metal manufacturing sector shows no 
sign of abatement. Export markets s t i l l 
appear to be contracting though perhaps 
not in such a pronounced way as before; job l o s s e s cont inue and capaci ty i s 
grossly under-utilised. 
Rather s u r p r i s i n g l y , t he " o t h e r 
manufacturing" sector, which had in recent 
quarters been one of the few areas of 
activity to have shown signs of expansion, 
now appears to be experiencing reversals. 
Whilst previously forecast increases in 
employment did in f ac t m a t e r i a l i s e , 
respondents now expect to shed labour over 
the next q u a r t e r . Underlying t h i s 
setback would appear to be a contraction 
in domestic orders. Export order books 
look set to grow and respondents in other 
manufacturing stand alone in expecting to 
au tho r i s e more investment on both 
buildings and plant and machinery. 
In summary, both the SBS and CBI surveys 
suggest t h a t the increased pace of 
economic ac t iv i ty , which was already 
evident in some regions of the UK, may now 
be pe rco l a t i ng through to Scot land. 
Responses to both surveys do, however, 
exhibit an element of vo l a t i l i t y and 
caution should, therefore, be exercised in 
the i n t e r p r e t a t i o n of t h e i r r e su l t s . 
Nevertheless the turnaround in optimism is 
sufficiently broad in i t s basis to suggest 
that the improvement may endure. I t 
a p p e a r s u n l i k e l y , however, t h a t 
s ignif icant reductions in unemployment 
will occur unless a substantially greater 
growth in output i s achieved. 
Primary 
AGRICULTURE 
Having fal len from £172m in 1984 to £43m 
in 1985, Scottish net farm income rose in 
1986 to an estimated £91m according to the 
government's 1987 Annual Review White 
Paper, released a t the end of January. 
According to the same source, bank 
advances to Scottish agricul ture rose by 
7% in 1986 to £943m, with interest charges 
down 2% to £103m. The government claims 
to be spending around £330m on support for 
farming in Scotland. 
These figure serve to underline the fact 
t h a t , more than in most i n d u s t r i e s , 
performance i s outside the control of 
those who work in agricul ture and di rect 
i t . A g r e a t e r t h r e a t even than the 
wea the r i s posed by the Common 
Agr i cu l tu ra l Policy of the European 
Community, which i s now out of control. 
The latest plan, to cut nominal prices of 
cereals and certain f ru i t and vegetables 
while freezing the prices of most other 
products i s un l ike ly to be any more 
successful in saving the policy from 
collapse than any of i t s predecessors. 
I t now seems a probability, rather than a 
poss ib i l i ty , that the CAP budget will 
simply run out of cash, bringing about 
thereby a cesssa t ion of i n t e r v e n t i o n 
buying, and u l t i m a t e l y leading to a 
repatriation of agricultural policy-making 
to member countries. 
In principle, the collapse of the CAP will 
be no bad thing, since i t has predictably 
been a financial d isas ter for consumers 
and taxpayers, while fai l ing to satisfy 
farmers. What will take i t s place? 
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I n d i c a t i o n s a r e t h a t t he p r e s e n t 
government has los t patience with the 
l e v e l of subsidy to the UK farming 
industry currently running at £1578m and 
expected to r i s e to £l800m in 1990. At 
the recent Oxford Farming Conference, the 
Chief Secretary to the Treasury, Mr John 
McGregor, a former Junior Agriculture 
Minister, said that "the overall cost i s 
no longer sensible for the taxpayer, the 
consumer, the farmer, or the national 
economy." 
The advantage of restoring agr icul tura l 
pol icy-making to i nd iv idua l member 
countries i s that i t w i l l make possible 
the t a i lo r ing of pol ic ies to su i t the 
needs of each country, and wi l l compel 
member countries to come to terms with the 
fact of excess supplies of farm foodstuffs 
which are l i k e l y to i nc rease in the 
foreseeable future rather than diminish 
throughout the temperate zones of the 
world. What is evident is that there must 
be an orderly programme for f a c i l i t a t i n g 
the movement of both farmers and land out 
of the production of surplus commodities. 
The a l t e r n a t i v e i s a d i s o r d e r l y 
destruction of the farming industry in 
Scotland, a process which appears already 
to be underway, and which i s l ike ly to 
accelerate in the next few years. At the 
present time, about 60,000 people are 
d i r e c t l y occupied in a g r i c u l t u r e in 
Scotland, with about a further 150,000 
employed in a g r i c u l t u r e - r e l a t e d 
industries. To suggest that the solution 
to the looming c r i s i s i s to be found in 
d ivers i f ica t ion into goat farming and 
lupin production, as did the government's 
spokesman on Scottish agr icul ture in the 
House of Commons on 19 January, i s to 
insu l t the in te l l igence of the farming 
community and the taxpaying citizen. 
FISHING 
The l a t e s t f i g u r e s published by the 
Department of Agriculture and Fisheries 
for Scotland show that the value of fish 
landings in Scotland by UK vessels in the 
f i r s t eleven months of 1986 was £21? 
million. This represents an 8% increase 
over the corresponding figure for 1985. 
The total quantity of landings was 514,000 
tonnes, 3% below tha t recorded a year 
e a r l i e r . Demersal spec i e s remain 
dominant accounting for 52% of to t a l 
quantity and 70? of value. The two most 
important of the demersal species, cod and 
haddock, have enjoyed differing fortunes. 
Cod landings (which accounted for 17$ of 
t o t a l value over the period) f e l l by 25% 
in terms of quantity to around 42,000 
tonnes whilst average prices rose by 20%. 
Those figures combine to yield a 10% fall 
in value over the year. Conversely, 
haddock landings (which accounted for 32% 
of to t a l value) increased in quantity by 
7% and price by 13%. 
Pelagic species accounted for almost 11% 
of the t o t a l value of landings and 41% of 
quantity. Again the major species in 
this category enjoyed differing fortunes. 
Mackerel landings f e l l by 17% in volume 
terms and prices fell by 1% whilst herring 
landings increased by 14% in quantity and 
prices f e l l by 10%. Finally, shel l f i sh 
accounted for 7% of total quantity 20% of 
to ta l value. The to t a l quantity of 
landings rose by 5% to 34,000 tonnes 
whilst prices rose by 10%. 
Towards the end of 1986, negotiations 
between the EC and Norway over the 
a l locat ion of jo in t fish stocks were 
successfully concluded. The agreeent 
allows Norway a to ta l herring share of 
224,000 tonnes in 1987, 55,000 tonnes of 
which can be taken from within the EC 
zone. The amount made available to 
Norway i s based upon the size of i t s 
spawning stock and any changes in those 
stocks w i l l a l t e r the i r future share 
accordingly. This, i t i s hoped, wi l l 
provide an incentive for the Norwegians to 
follow a more considered herring catching 
regime which wi l l not resu l t in excess 
depletion of stocks. 
There was some disappointment with th i s 
ag reemen t vo iced by the S c o t t i s h 
Fishermens' Federation, particularly with 
the level of access to fish in EC waters 
made a v a i l a b l e to Norwegian boa t s . 
However, much more concern was expressed 
over the r e su l t s of the negotiations on 
quotas of white fish. Overall, whitefish 
quotas were cut substant ial ly and the UK 
North Sea fleet, many of whom are based in 
the nor th eas t of Scot land, face a 
reduction of 60,000 tonnes in 1987. This 
in turn could mean a loss of earnings of 
over £40m which would obviously have 
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serious i m p l i c a t i o n s for the a reas 
involved. 
Later in December, i t was announced tha t 
agreement had been reached amongst EC 
Ministers over fish quotas for the North 
Sea as a whole. Most of these quotas 
also referred to stocks jointly owned with 
Norway and Sweden and so were heavily 
influenced by the e a r l i e r agreement 
reached with Norway. Consequently, the 
new quotas involve major reductions in 
total allowable catches for most species 
but with the la rges t cut fa l l ing on cod 
and haddock. The UK f l e e t w i l l be 
allowed to take 55,000 of the to t a l of 
125,000 tonnes of cod in 1986 which 
represents a reduction of around 27% over 
1986 levels. Similarly, the UK share of 
haddock is down to 101,000 tonnes out of a 
total of 151,000 or a fall of around 33%. 
The EC Commission argued that such drastic 
cu t s were requ i red to ensure fu ture 
stocks, given the advice i t had received 
from i t s s c i en t i f i c advisers. In fact , 
the aim of conserva t ion was boosted 
fu r the r by agreement on measures to 
protect young cod stocks in the German 
Bight which should subsequently lead to 
less restrict ive allowances. 
Both Scottish fishermen's representat ives 
and r e p r e s e n t a t i v e s of the onshore 
processing indust r ies protested a t the 
severity of the cutbacks and forecast that 
major job losses could result. These are 
especially associated with the processing 
industry where cutbacks of 20% and more of 
available fish could place over 1,000 jobs 
in jeopardy. 
One plan put forward by Scottish fish 
merchants to ameliorate the effects of 
lower quotas i s to swap some of the UK's 
share of west coast herring and mackerel 
in return for whitefish (mainly cod and 
haddock) from Northern Norwegian waters. 
As most of the west coast stocks involved 
are Klondyke quotas they provide l i t t l e on 
shore spin-off. However, compensation 
would be required for around 50 to 60 
vessels which would suffer from such an 
arrangement. This plan was attacked by 
fishing industry spokesmen as unrealistic. 
F i r s t , they argued that Scotland had 
insufficient boats to catch the additional 
fish so far north and, secondly, the 
amount of fish to be traded (150,000 
tonnes) represents over 66% of the herring 
and mackerel available to the UK fleet. 
On a brighter note, in December the EC 
announced a major new programme aimed at 
improving and adapting the EC fishing 
fleets. A total sum of £590 million has 
been allocated to the programme which will 
have several aims. A large part will go 
towards the renewal of fishing boats of 
over 33 metres in an attempt to improve 
the capabil i ty of bigger trawlers and 
encourage them to fish beyond EC waters. 
There wi l l also be allowances for fish 
farming, explora tory f i s h i n g , f l e e t 
modernisation and permanent cessation. 
The programme will run from 1987—1991 and 
i t i s hoped i t w i l l help a l l e v i a t e 
problems of excess capacity at a time of 
diminishing stocks. Parts of Scotland 
wi l l benefit for the f i r s t time from the 
programme. 
The continuing row over the increases in 
fish farm rents announced by the Crown 
E s t a t e C o m m i s s i o n e r s ( s e e p a s t 
Commentaries) reached a partial settlement 
when the Commissioners announced a 
temporary reprieve unt i l 1 July to allow 
further consultat ions to go ahead. The 
mora to r ium w i l l enab le f u r t h e r 
consideration of the special difficulties 
faced by Island farmers in the hope of 
providing for a more amicable longer-term 
settlement. 
Construction 
The index of construction stood a t 88.7 
for the second quarter of 1986 (1980=100), 
the lowest quarterly level since 1983 and 
a ful l 6.4 points below the index for the 
second quarter of 1985. This figure i s , 
however , l i k e l y to be s u b j e c t to 
considerable revision in the future, which 
tends to make meaningful ana ly s i s 
difficult. Revisions can be substantial; 
for example, the index of construction for 
the f i r s t quarter of 1986 has now been 
revised from 92.5 to 90.2. By contrast , 
the UK index rose in the second quarter to 
101.8, indicating the relative buoyancy of 
this sector south of the border where the 
recession in construction has been neither 
as severe nor as prolonged as that in 
Scotland. 
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A broadly similar pattern i s evident from 
the l a t e s t Department of the Environment 
f i g u r e s for the value of c o n t r a c t s 
obtained by building contractors , which 
relate to the third quarter of 1986. The 
t o t a l for Scotland was £276m, 2.5% lower 
than the corresponding quarter in 1985, 
and 16.9? lower than the encouraging 
f igures reported for the second quarter. 
Those figures largely reflected a surge in 
new housing contracts in both the private 
and public sec tors , but in the third 
quarter housing contracts f e l l back to 
leve ls more typical of the recent past. 
At £25m new publ ic s ec to r housing 
contracts were at virtually the same level 
as the third quarter of 1985, although the 
value of contracts for the nine months to 
September 1986, was s t i l l H% lower in 
nominal terms than the corresponding 
period in 1985, l a r g e l y due to the 
exceptionally low level of public sector 
housing s t a r t s in the early part of l a s t 
year. 
commercial orders, and 1986 has proved to 
be no except ion . Total non-housing 
contracts stood a t £l89m, 7% down on the 
second quarter in nominal terms but almost 
ident ical to the third quarter of 1985. 
Private sector industrial and commercial 
o r d e r s proved p a r t i c u l a r l y weak, 
ref lec t ing a t l e a s t in part the low o i l 
price which prevailed virtually throughout 
the year. 
Once again these f i g u r e s afford an 
i n t e r e s t i n g comparison between the 
fortunes of the construction industry in 
Scotland and the UK as a whole. Total 
new orders in the UK for the third quarter 
stood at £4,568m, fract ional ly up on the 
previous quarter and fully 21% higher than 
the 1985 figure, a stark contrast to the 
continued depression in Scotland. 
CONSTRUCTION OUTPUT 
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There are, however, several notes of 
optimism in the construction sector. In 
January i t was announced that the European 
Regional Development Fund had awarded 
g ran t s worth a fu r the r £11.6m for 
inf ras t ructure projects in Scotland. A 
total of £57m in ERDF grants have now been 
allocated to Scotland in the l a s t twelve 
months. The 45 projects which wi l l 
benefit from the new grants cover six 
different regional and island authorities 
throughout the country , and involve 
projects as diverse as new drains for 
Thurso and t h i r t y - s ix workshop units for 
the S t i r l ing Business Park, although the 
bulk of the g r a n t s w i l l be used for 
projects in Strathclyde Region. 
By contrast, new contracts in the private 
housing sector continue to be re la t ive ly 
buoyant. Although the third quar ter ' s 
t o t a l of £71 m represented a f a l l of 34% 
over the preceding quarter, th i s i s a 
reflection of the unusually high level of 
orders placed in the months April to June 
rather than a slump in the subsequent 
q u a r t e r . Total new private housing 
orders for the f i r s t nine months of 1986 
were s t i l l 5% above the corresponding 
period in 1985. 
However, i t should be borne in mind that 
housing contracts represent l i t t l e over 
one third of a l l new orders received by 
contractors . In recent years the third 
quarter has proved to be a poor one for 
the p lac ing of new i n d u s t r i a l and 
The properties arm of the Argyll Group has 
submitted plans to Kilmarnock & Loudon 
District Council for construction of a new 
3,250 sq m Presto store at a cost of 
£4.5m. If the plans are approved the 
year-long project i s expected to create 
100 new construction jobs, with a further 
150 new permanent jobs arising from the 
operation of the store itself. And there 
i s a bonus as well. The land for the 
proposed new store i s being purchased from 
BMK, the carpet manufacturers which once 
dominated the town of Kilmarnock but which 
fel l on hard times during the 1970s. BMK 
say that the proceeds from the land sale 
wi l l be used to purchase more capi ta l 
equipment for their Kilmarnock plant, thus 
creating further employment, an important 
consideration for the council planners. 
In December the now Edinburgh-based CALA 
Properties acquired Dominion Homes, a 
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housebuilder strong in the Midlands and 
south east of England. At £Y.2m th i s i s 
t h e l a r g e s t of t he t h r e e E n g l i s h 
acquisitions made by CALA since 1983, and 
the purchase i s expected to add almost 50J 
to present annual turnover of £28m. I t 
seems l ikely t h a t CALA's spending on 
a c q u i s i t i o n s has not ye t ended; the 
company failed in a recent attempt to buy 
Salvesen Homes, and i s known to be s t i l l 
looking to strengthen i t s position in the 
west of Scotland. 
Encouragingly, the opt imist ic signs are 
carried over into the l a t e s t Sco t t i sh 
Business Survey, covering the three months 
to December 1986. For the f i r s t time in 
the Survey's history there was a balance 
of construction firms which expressed 
increased confidence about the industry 
over the next three months. The actual 
position over the l a s t three months only 
served to confirm 1986 as a poor year for 
the i ndus t ry , with very few f i rms 
reporting increases in e i ther new orders 
or employment. However, the early part 
of 1987 i s viewed in a more favourable 
l i g h t , with more f i rms expect ing an 
increase in new orders than ant ic ipate a 
f a l l , although i t should be emphasised 
that most firms expect l i t t l e real change. 
This general feeling of increased optimism 
does not f i l t e r through to the prospects 
for employment. Twice as many firms 
expect to shed labou before the end of 
March as expect to increase the i r labour 
force . Given the s eve r i t y of the 
recession in construction such caution in 
labour force predictions i s not, perhaps, 
surprising. But i t i s in teres t ing to 
note t h a t one f i f t h of f i rms which 
responded to the Survey identif ied a 
shortage of ski l led labour as the single 
most important factor which would l i m i t 
thei r output in the next quarter , with 
Edinburgh firms apparently being most 
prone to t h i s problem. If th i s lack of 
ski l led workers i s a widespread problem 
now then i t augurs i l l for the time when 
the industry finally does begin to enjoy a 
sustained recovery, for i t i s at that time 
that any s k i l l shortages may become an 
acute bottleneck. 
Energy 
OIL AND GAS 
North Sea o i l output f e l l for the second 
successive month in December 1986 to give 
a Royal Bank/Radio Scotland o i l index 
value of 142.8 (1980=100), which was the 
second lowest monthly value recorded 
during the year. December output, at 
2.352 mbpd, was adversely affected by 
seasonal bad weather and by repair work to 
the Flotta pipeline. Despite the fal l in 
production volume the value of daily oi l 
output in December held steady at £26 
mil l ion, since prices recovered in the 
wake of the OPEC agreement reached during 
the month (see below). 
Annual North Sea o i l output in 1986 
averaged 2.56 mbpd, a decline of just over 
\% on the equ iva len t 1985 f igure . 
Industry analysts take this as supportive 
evidence of the widely-held view that 
North Sea production has 'peaked' and i s 
now in slow decline. 
As indicated above, on 20 December OPEC 
members reached an aggeement to l imi t 
production to around 16 mbpd in 1987 and 
to set fixed contract prices for o i l 
trades dated after 1 February th is year. 
OPEC's stated aim i s to establ ish a price 
of $l8pb for i t s reference crudes, and the 
market immediately responded to OPEC's 
announcement by moving crude p r i ce s 
towards levels consistent with an $l8pb 
OPEC marker. Support for OPEC's 
objectives has been provided by certain 
non-OPEC producers , such as Mexico, 
Malaysia and Norway, who have a lso 
announced output cuts (or, in some cases, 
non-implementation of planned output 
i n c r e a s e s ) . A major i ty of market 
analysts seem to believe that these OPEC-
inspired moves w i l l be sufficient to 
establ ish crude prices of around $l8pb 
during the early months of 1987; however, 
some doubts remain as to whether th i s 
price level can be sustained in the l a t e 
spring and summer when there wil l be a 
seasonal fall in oil demand in most of the 
major consuming countries. 
Given the 'North Sea premium', an 
established OPEC reference of $l8pb would 
imply prices for North Sea crudes such as 
Brent of around $20pb. Such an oil price 
r i se (remembering that Brent traded a t 
under $10pb for periods during 1986) would 
undoubtedly a s s i s t the beleaguered 
Scottish oil supplies industry. Indeed, 
the Royal Bank have estimated that an oil 
price of $20pb could save over 10,000 jobs 
in Scotland (al lowing for 'knock-on' 
e f f ec t s ) compared with the l i k e l y 
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employment outcome if oil prices remained 
at $10-$15pb. 
Certainly, 1986 was a par t icular ly bad 
year for the Scott ish supplies sector in 
which some 14,000 d i rec t ly o i l - r e l a t ed 
jobs were l o s t and, even with an 
opt imis t ic view of the o i l -p r i ce leve ls 
s u s t a i n a b l e during 1987, employment 
recovery wi l l be slow. However, as the 
Energy Minister has pointed out, the 
operational requirements of existing North 
Sea f ie lds create a supplies market of 
some £2 bill ion per annum, and, in a l l but 
the most pessimistic oil price scenarios, 
some new exploration and development 
activity i s almost certain to take place. 
Indeed, in early December, Wood Mackenzie 
p r e d i c t e d t h a t , even a t t he then 
prevailing prices of around $15pb, oil and 
gas developments on the UK Continental 
Shelf would be worth around £4 b i l l i on 
over the two years t i l l end 1988. 
COAL AND OTHER ENERGY 
The total energy and water supply index of 
indus t r ia l production in Scotland moved 
ahead rapidly in the second quarter of 
1986. I t regis tered a 6.7% increase on 
tiie index for the f i r s t quarter to finish 
a t 110. In contrast , the UK index fe l l 
back by 2.7% to 124, s t i l l wel l in 
advance, in r e l a t i v e te rms, of the 
Scottish index. On a year-on-year basis 
the two indices moved very much in l ine ; 
both rose by jus t over 9% taking the 
la tes t four quarters on the preceding four 
quarters. 
The index for coal and coke in Scotland 
also rose. I t stood at 56 (3% up on the 
previous quarter) in comparison with a 
figure of 78 for the UK as a whole (2% 
down on the previous quarter). 
COAL «. COKE OUTPUT 
c 1980 = 180 > 
1 1 I 1 1 1 I 1 1 
1978177919801981 1982 1983 1984198S 1984 1987 
The £57m Castlebridge deep-mine entered 
production in October of las t year and has 
already regis tered Scott ish production 
records of over 5 tonnes per manshift. 
The p i t i s the f i r s t major deep mine to 
open in Scotland for over 20 years and, as 
part of the Longannet complex of p i t s , 
wi l l contribute to the supply of 2.2 
m i l l i o n tonnes of coal per year to 
Scotland's l a r g e s t e l e c t r i c i t y power 
station. The Longannet complex consists 
at present of Castlehill, Castlebridge and 
Solsgirth p i t s and should soon be joined 
by Polmaise. I t i s by far the most 
p r e s t i g i o u s complex in the S c o t t i s h 
coalfield and i t s position i s central to 
the Scott ish Area's drive for commercial 
viabili ty. 
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Just two months af ter the opening of 
Scotland's newest pi t , the oldest mine in 
the coalf ie ld , Seafield, received yet 
another setback. The Fife mine, dogged 
by a poor productivity record, suffered a 
major underground fire during the New Year 
holiday period. At one point i t was 
feared the whole mine might have to be 
abandoned but, fortunately, the f i r e was 
contained in the new Coronation face and 
prevented from spreading to the older 
Dysart face. Nevertheless, the face lost 
had been the focus of £3.5m worth of 
investment ac t iv i ty over the l a s t few 
years and the abandonment came as a major 
blow to both local p i t employees and the 
Scottish Area of Bri t ish Coal in the i r 
endeavours to ensure the p i t ' s future 
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workforce. One hundred and twenty f iv 
men (14? of the existing workforce) are t 
be made redundant as product ion i 
concentrated a t the single face l e f t . 
The degree of job loss was not as great as 
many people feared. 
Manufacturing 
FOOD, DRINK AND TOBACCO 
British Coal outlined plans in December to 
increase product iv i ty fu r the r in the 
nationwide coal industry. In association 
with the Engineering Industry Training 
Board, a multi-skilled training package is 
being introduced to replace the old craft 
apprenticeship scheme. This will enable 
future skilled mineworkers to operate and 
service the high-technology coal-cutters 
Bri t ish Coal are introducing as part of 
the i r long-term v iab i l i t y strategy. At 
present only 75 of the 325 coal faces 
operated by Bri t ish Coal have heavy duty 
equipment i n s t a l l e d . The Board 
eventually intend to introduce th i s type 
of machinery into a l l the i r p i t s . In so 
doing a fu r t he r r a t i o n a l i s a t i o n of 
manpower and working pract ices wi l l be 
required. Robert Haslam has already 
stated his in tent ion to move towards a 
four-day week with longer daily shifts to 
achieve more intensive working of coal 
faces and e f f ic ien t use of expensive 
machinery. His target i s to have twenty-
four hour mining, six days per week at key 
p i t s . 
As mentioned in previous Commentaries the 
f requent , and on occasions r a d i c a l , 
revisions to the index of production can 
have the tendency to e i t h e r mask or 
exacerbate short-term output fluctuations, 
making analysis a hazardous operation. 
In the food industry the index for the 
f i r s t quarter of 1986 has now been revised 
downwards by two points to 101, with the 
index for the second quarter recorded at 
103 (1980=100). This i s v i r t u a l l y 
identical to second quarter performance in 
1985, and broadly similar to the UK index. 
FOOD INDUSTRIES OUTPUT 
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However, these intent ions, given present 
and forecast market cond i t i ons , are 
l ike ly to lead to reduced manning levels 
and, in some instances, p i t closures. 
Major productivity records have been set 
in the UK coal industry over the l a s t 
year. The l a t e s t figures indicate that 
average output per manshift in October 
1986 was running a t 3.48 tonnes. An 
inc rease of $% on September, 23% on 
October 1985 and 46$ on the average 
productivity recorded in 1981. The 
result is that stocks are growing quickly 
as consumption f a l l s off (although the 
severe weather in January will undoubtedly 
have increased coal burn s ignif icant ly) . 
As the industry introduces more and more 
new technology into pits those at the end 
of the queue w i l l become surplus to 
requirements. The position of individual 
p i t s in the high-tech queue i s not wel l -
defined but may be crucial to long-term 
survival as the industry moves towards 
privatisation in the early 1990s. 
The drink and tobacco index, however, 
continues at 74 for the second quarter, 
unchanged from the f i rs t quarter but fully 
20 points below the drink and tobacco 
index for the UK. 
DRINK V TOBACCO INDUSTRIES OUTPUT -
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There i s nevertheless some cause for 
optimism from the latest Scottish Business 
Survey. In the three months to December 
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t h e r e was a c l e a r balance of f i rms 
experiencing increased new orders and 
overall sales. Exports were particularly 
buoyant, with fu l ly t w o - t h i r d s of 
responding companies reporting an increase 
in the volume of new export orders, and 
none reporting a f a l l . Encouragingly, 
this trend i s expected to continue during 
the three months to March. The prospects 
for employment also appear be t te r ; more 
f i r m s e x p e r i e n c e d an i n c r e a s e in 
employment during the l as t quarter of 1986 
than experienced a d e c l i n e , d e s p i t e 
expectations to the contrary contained in 
the previous Survey. The next three 
months are expected to continue th i s 
favourable trend, although the prospects 
for female employment appear to be much 
brighter than those for male employment. 
I t seems, however, tha t businessmen in 
food drink and tobacco are a cautious lot; 
despite the trends indicated above, ju s t 
as many respondents confessed to being 
l e s s o p t i m i s t i c o v e r a l l about the 
immediate future as said they were more 
optimistic. 
Once again there have been important 
takeovers in both the food and the drinks 
indus t r ies . The Argyll Group, whose 
chairman James Gulliver has not yet given 
up a l l hope of a merger with troubled 
Guinness, purchased the UK elements of the 
Safeway chain in January for £681m. The 
addition of Safeway's 132 ou t l e t s to the 
exist ing Presto s tores gives Argyll a 
t o t a l of 662 r e t a i l ou t l e t s in the UK and 
some 9% of the packaged grocery trade. 
Following the purchase of Fine Fare by the 
Dee Corporation l a s t summer, t h i s move 
signifies a substantial rationalisation of 
the grocery trade in Great Br i ta in , with 
the c l e a r emergence of a "big f ive" 
comprising Sainsbury, Tesco, Dee/Fine 
Fare, Asda and now Presto/Safeway. 
The background to the sale of Safeway's UK 
stores i s rather unusual. Safeway i s an 
American company which las t year was faced 
with a hos t i l e takeover attempt from 
another US grocery r e t a i l e r , Dart. In a 
novel attempt to prevent the takeover the 
company was bought out by i t s own 
management, incurring $4.7b of debt in the 
process, and reincorporated as a private 
company, safe from the c l u t c h e s of 
unwanted predators. The desire to se l l 
off the company's UK s tores i s par t of an 
attempt to raise funds to reduce the large 
debt burden resulting from the buyout. 
While this takeover represents something 
of a coup for Mr Gulliver, not every 
Argyll en terpr ise meets with complete 
success. One of the exist ing Presto 
stores in Glasgojw i s to close this month. 
The Pollok store, opened in 1980, employed 
43 full-time and 71 part-time staff; most 
of the fu l l - t imers are expected to be 
redployed at other Presto s tores , but no 
guarantees have been forthcoming about the 
jobs of the part-time staff. 
Takeover ac t iv i ty in the drinks sector 
concerns the acquisi t ion in January of 
Edinburgh-based brewers Drybrough by the 
Allied-Lyons dr inks conglomerate for 
£48.5m. The sellers were another drinks 
conglomerate, Grand Metropolitan, who 
themselves have j u s t completed the 
acquisi t ion in America of the Heublein 
drinks group. The immediate effect of 
the Drybrough takeover was the ending of 
brewing a t the company's Craigmillar 
brewery, with i t s t ransfer to Allied's 
existing Alloa Brewery. Keg fil l ing and 
d i s t r i b u t i o n i s to be maintained in 
Edinburgh, and the in i t ia l job losses have 
been r e s t r i c t e d t o 2 9 . The 
ra t iona l i sa t ion of brewing a c t i v i t i e s 
between these two r e l a t i v e l y small 
operations was inevi table once control 
passed to common ownership. Both 
companies held around 7% of the Scottish 
draught beer market, but combined annual 
capacity was around 800,000 barrels, much 
greater than the combined operation could 
ever hope to achieve in sales . Indeed, 
even with the transfer of Drybrough heavy 
to Alloa to ta l annual output i s unlikely 
to r i s e above 400,000 barre ls . Through 
the purchase of Drybrough Allied also gain 
155 pubs in Scotland and 32 in England. 
Although i t has never been confirmed, i t 
was w i d e l y rumoured t h a t Grand 
Metropolitan also discussed the sale of 
Drybrough with Belhaven, a company 
a p p a r e n t l y r e v i t a l i s e d under t h e 
chairmanship of Raymond Miquel. Such i s 
Mr Miquel's hold on the company that i t s 
headquarters are to be moved from Dunbar 
to Perth, Mr Miquel's old stamping ground 
when he was chief executive of Arthur 
Be l l . Whether or not Belhaven was 
interested in Drybrough i t certainly seems 
l ikely tha t the company wi l l soon be on 
the takeover t r a i l , having in January 
successfully raised £13.4m via a r igh ts 
issue to be used not only in developments 
concerned with the Belhaven brands of 
beer, but also with acquisi t ions in the 
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f ie ld of l e i s u r e - r e l a t e d a c t i v i t i e s . 
Whether these moves w i l l take place in 
Scotland or elsewhere is as yet unclear. 
The most depressing piece of news in this 
sector in the l a s t quarter was the news 
tha t the Golden Wonder c r i sp factory a t 
Broxburn i s to close a t the end of July 
with the loss of 340 jobs. West Lothian 
has seen more than i t s fa i r share of 
closures in recent years and can i l l 
a f f o r d t h e l o s s of y e t a n o t h e r 
manufacturing uni t . Golden Wonder says 
t h a t t h e c l o s u r e , which w i l l be 
accompanied by the closure of another 
factory in Northamptonshire employing 320, 
i s a necessary r a t i o n a l i s a t i o n to 
safeguard the 2,500 jobs at the company's 
two other plants a t Corby and Widnes. 
This has done l i t t l e to mollify the TGWU, 
which represents most of the Broxburn 
workforce. The union argues that while 
the plant i s re la t ive ly small, i t i s 
modern, highly automated and ef f ic ient , 
and points out that even Golden Wonder 
admits that there i s no real evidence of a 
slump in the market for snacks. The 
union has also indicated i t s belief that 
the closure comes as a resu l t of the sale 
of Golden Wonder by Hanson Trust to 
Dalgety jus t l a s t November, although the 
company c l a i m s t h a t a rev iew of 
manufacturing capacity had been under way 
fo r 18 months b e f o r e the c l o s u r e 
announcement. 
WHISKY 
Production of whisky for the nine months 
to the end of September tota l led 186.0m 
l i t r e s of pure alcohol (LPA), fractionally 
up on the f i r s t nine months of 1985. Of 
rather more importance i s the indication 
that exports, which account for four-
fifths of a l l whisky sales, are once again 
picking up. Total exports for the f i rs t 
eleven months of 1986 stood at 214.7m LPA, 
3.4$ higher than the corresponding period 
in 1985, and mainly the result of a strong 
performance in the second half of the 
year. As has been the norm in recent 
years exports of malt whisky, especially 
bottled malts, have increased rapidly, up 
14% in the year to November. The 1% 
increase experienced by blended exports in 
the same period, while much more modest in 
percentage terms, i s nevertheless very 
encouraging given the dominance of blended 
whisky in the overall whisky market. The 
export market would look even healthier if 
the continuing decline in US exports could 
be halted or even reversed. 
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The prospects for the whisky industry seem 
rather brighter than at any time since the 
beginning of the 1980s. Since 1978 over 
one q u a r t e r of a l l ma l t whisky 
d i s t i l l e r i e s in Scotland have closed 
ei ther temporarily or permanently, the 
resu l t of massive overcapacity in the 
industry. At l a s t , however, there are 
s igns t h a t t h i s painful process of 
ra t iona l i sa t ion i s bearing f ru i t . A 
recent report by stockbrokers Campbell 
Neill est imates that the r a t io of whisky 
stocks to annual consumption has fal len 
from 8.9 in 1980 to 7-7 in 1986, the 
healthiest position for over twenty years. 
A reduction in stocks was required not 
only because there was too much whisky on 
the world market but because of the 
enormous expense borne by dis t i l le rs and 
blenders who are, in any case, obliged to 
carry massive stocks. 
In the las t Commentary mention was made of 
the strong representations being made to 
Japan by the Scotch Whisky Association 
(SWA) in conjunction with the EC in an 
e f f o r t to persuade the Japanese to 
d i smant le the tax regime imposed on 
imported wines and s p i r i t s . This tax 
system i s particularly harsh on imported 
Scotch whisky, taxing i t twice as heavily 
as Japanese "first grade" whisky and seven 
times as heavily as "second grade" whisky. 
To add insu l t to injury, Scotch whisky 
entering Japan pays seven times as much 
import duty as does Japanese whisky on 
entering the EC. The SWA argues that the 
combination of these factors makes i t 
impossible for Scotch to compete fairly in 
Japan wi th l o c a l l y produced s p i r i t s 
because Scotch i s effectively excluded 
from 80% of the Japanese market. I t has 
been estimated tha t the removal of a l l 
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such import duties and taxation could 
re su l t in a doubling of Scotch whisky 
e x p o r t s t o J apan . The J a p a n e s e 
government f inal ly agreed that changes 
would be made, and that if they proved 
unsatisfactory to the EC the matter could 
be decided by a panel from GATT (the 
General Agreement on Tariffs and Trade). 
Unfortunately, the long awaited reforms 
f e l l far short of the SWA's requirements 
when they were announced in December. 
Rather than completely abolish the system 
of grading, which was what the SWA wanted, 
t h e J a p a n e s e have p r o p o s e d a 
reclassification which now includes Scotch 
whisky with Japanese first-grade whisky, 
but maintains a tax d i f fe ren t ia l of two 
and a half times between th is combined 
grade and Japanese second-grade whisky. 
While the proposed abolition on 1 January 
1988 of ad valorem taxes and the 30? 
reduction in import duties are welcome, 
the SWA maintains that unless these moves 
are accompanied by the scrapping of the 
grading system the r e w i l l s t i l l be 
effective discrimination against whisky, 
in breach of GATT. The European 
Commission has now accepted the view that 
the proposed reforms do not go far enough, 
and has indicated that i t will now pursue 
the case of whisky and brandy exports to 
Japan under the GATT procedure. 
Almost inevitably, the major news in the 
whisky industry in the l a s t quarter has 
been developments at Guinness. Rather 
overshadowed by the Department of Industry 
(DTI) invest igat ion into the company's 
affairs was the news of the closure of the 
Black & White bot t l ing plant a t Stepps, 
one of f ive such p l a n t s acquired by 
Guinness during the D i s t i l l e r s ' takeover. 
The plant w i l l close in March with the 
loss of 3W jobs, and another 90 jobs will 
d i sappear a t the same time through 
cutbacks at the Johnnie Walker cooperage 
in Kilmarnock and r e o r g a n i s a t i o n in 
warehousing and general administration. 
While by no means ent i re ly unexpected -
Guinness was known to have been 
under taking a major review of a l l 
D i s t i l l e r s ' a c t i v i t i e s - t h i s c losu re 
represents the f i r s t of what the trade 
unions fear could be a ser ies of major 
redundancies as r a t i o n a l i s a t i o n of 
Guinness' new whisky i n t e r e s t s takes 
place. The company claims that average 
unit costs at the Stepps plant were double 
those of the other plants but redundancies 
at Leven, Kilmarnock, Perth and Shieldhall 
have not been ruled out. 
Given the extent of anti-Guinness feeling 
in Scotland i t was unsurprising to see the 
strength of reaction against the closure 
announcement. However, i t should be born 
in mind t h a t the b o t t l i n g capac i ty 
i n h e r i t e d by Guinness fol lowing the 
Dist i l lers ' takeover was far in excess of 
the company's l ike ly foreseeable needs, 
and that the Stepps plant in par t icular 
was operating at about 40? of capacity. 
Seen in t h i s l igh t the closure may be 
viewed as p a r t of the n e c e s s a r y 
ra t iona l i sa t ion of the industry in l ine 
with the present requirements of the 
market, rather than as Guinness simply 
choosing to wield the axe in Scotland. 
Another strand of t h i s ra t iona l i sa t ion 
process was made apparent with the 
announcement in December that a l l of 
Guinness' UK s a l e s and marketing of 
s p i r i t s wi l l be handled from the Perth 
headquarters of Arthur Bell from July, 
under the aegis of a new company to be 
c a l l e d B e l l ' s Brand Group. The 
activi t ies of the London-based Disti l lers 
Home Trade will move to Scotland, which is 
expected to lead to 50 new jobs in Perth. 
The logic behind the ra t iona l i sa t ion i s 
obvious, but the benefits may take some 
timeto acquire. In the immediate future 
the sales forces of Bell's and Disti l lers 
are to remain separate, while a strategy 
i s developed for the co-ord ina ted 
marketing of previously competing brands. 
The news which has given the press a field 
day is not, however, of plant closures or 
company reorganisation, but the series of 
almost da i ly r e v e l a t i o n s which have 
surfaced since inspectors from the DTI 
arrived a t Guinness' headquarters on 1 
December. I t soon became apparent that 
the i n v e s t i g a t i o n centred on share 
dealings which took place during the 
D i s t i l l e r s ' t a k e o v e r , and fu r the r 
inquir ies into the Bell 's takeover have 
not been ruled out. Much of the af fa i r , 
which has already cost Ernest Saunders his job, has more to do with the City of 
London than with the Scotch whisky 
industry, as witnessed by the number of 
heads which have rol led in a variety of 
merchant banks. However, there are some 
a s p e c t s of t he way in which the 
D i s t i l l e r s ' takeover was conducted which 
are of more immediate concern to the 
industry. 
One of these concerns the transfer in 
November of the Dewar's trademark to 
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Schenley Industries of the USA. Schenley 
have been US distributors of Dewar's for a 
number of years, and have wide experience 
of the industry; indeed the company at one 
time had a much closer interest in Scotch 
whisky through i t s ownership of Long John 
between 1956 and 1975. The odd thing 
about the Dewar's assignment i s that the 
previous incarnat ion of the Guinness 
management apparently gave the brand to 
Schenley for nothing; odd, because Dewar's 
was Dist i l lers ' top-selling US export and 
could therefore have been expected to 
command a reasonable price. I t has also 
been noted that Schenley's owner, Meshulam 
Rikl is , apparently spent a l o t of money 
buying Guinness shares at the time of the 
D i s t i l l e r s ' takeover. The new Guinness 
management w i l l no doubt be keen to 
invest igate the precise circumstances 
regarding the assignment. 
Another in teres t ing point concerns the 
position of the ten brands of whisky whose 
UK rights Guinness agreed to sell to Whyte 
& Mackay in order to prevent the referral 
of the Dist i l lers ' bid to the Monopolies & 
Mergers Commission. If the share-buying 
scandal r esu l t s in criminal prosecutions 
against any former member of the Guinness 
management the legal position of that 
divestment may be in some doubt, although 
there i s no doubt that Whyte & Mackay 
acted in good faith. 
The reaction of institutional investors to 
Mr Saunders' sacking is bound to be mixed. 
One one hand there i s a general view that 
a damage-limitation strategy could best be 
pursued by the company with the chief 
executive removed from centre stage. On 
the other hand, there can be l i t t l e doubt 
that the insti tutional support which was 
so evident a t the t ime of Guinness' 
"merger" with D i s t i l l e r s was l a r g e l y 
forthcoming because Mr Saunders was 
perceived to be the man who could do the 
best job for the combined companies. 
With the departure of both Mr Saunders and 
finance director Olivier Roux a large hole 
i s created in the Guinness management 
team, and the major i n s t i t u t i o n a l 
shareholders wi l l need to be convinced 
that there i s s t i l l a strong hand a t the 
corporate t i l l e r . 
The man selected to act as chairman in 
t h i s i n t e r im period i s S i r Norman 
Macfarlane, chairman of his own "Clansman" 
packaging group and a non-execut ive 
d i r e c t o r of severa l major Sco t t i sh 
companies. His appointment does much to 
res tore dignity to Guinness' ta t tered 
public image, but suggestions that his 
appointment wi l l revital ise the proposed 
"Scottishness" of Guinness seem at best 
premature and at worst wildly optimistic. 
I t seems l ikely that Sir Norman wil l 
i n i t i a l l y be more interested in steering 
the company through the most d i f f i cu l t 
period in i t s history than making major 
s t ra teg ic decisions such as the location 
of the group's corporate headquarters, 
especially since his tenure as chairman 
may be of a temporary nature. 
No one who has any concern for the Scotch 
whisky industry, even those who were 
opposed to Guinness' takeover of both 
Arthur Bell and D i s t i l l e r s , can take any 
satisfaction from recent events. Until 
the DTI invest igat ion and i t s aftermath 
are resolved many senior managers in the 
a l coho l i c dr inks indus t ry w i l l be 
deflected from their primary purpose of 
running profi table businesses. That i s 
bad for the whisky industry and ultimately 
bad for the Scott ish economy. While i t 
i s to be hoped that the investigation will 
be thorough and wi l l reveal any i l l ega l 
activity during the D i s t i l l e r s ' takeover, 
i t should be carried out as quickly as 
possible in order to allow both Guinness 
and with i t a large part of the whisky 
industry to get back on an even keel. 
MECHANICAL ENGINEERING 
Rarely has such a short period of time 
been q u i t e so c a t a s t r o p h i c for an 
industry. Since the last Commentary the 
announcements of closures or redundancies 
at Caterpillar, Kestrel Marine, Reyrolle 
Belmos and Babcock Power have signalled 
the loss of more than 2,600 direct jobs in 
the S c o t t i s h mechanical engineer ing 
sector. Much of this section will focus 
on these reverses and the very serious 
questions which they ra ise about the 
conduct, or more accurately, the absence, 
of a r e a l i s t i c indust r ia l policy for the 
count ry ' s t r a d i t i o n a l manufacturing 
sectors. 
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Even before recent events the industry in 
Scotland had been experiencing serious 
problems as evidenced by the Index of 
Production figures for the second quarter 
of 1986. These show a f a l l in output of 
ten points (11.9%), from 84 to 74, between 
the f i r s t and second quarters of l a s t 
year. The ser ies now stands a t i t s 
lowest-ever level . In contrast the UK 
Index actual ly grew by two points to 95. 
The implied contraction in production in 
Scotland i s enormous, i f i t i s t rue. 
However, given the considerable revision 
in the f i r s t quarter's figure from 77 when 
f i r s t r epor ted to 84 as c u r r e n t l y 
reported, i t may be wise to withhold final judgement. 
January ' s S c o t t i s h Business Survey, 
completed before most of the major 
redundancy announcements, provides no 
a d d i t i o n a l comfort . F i f ty f i rms 
responded to the Survey and their replies, 
weighted by employment in order to give 
the industry-wide picture, indicate that a 
balance of 16% of f i rms are l e s s 
optimistic about the business climate than 
in October. Moreover, a net 31% of firms 
expect to t a l employment to f a l l in the 
three months to the end of March. Thus 
the prospects for the short-term at least 
are of further redundancies and loss of 
capacity, suggesting tha t the poor Index 
of Production figures for early 1986 may 
merely have been the harbingers of the 
year's end doom. 
The major headlines in the industry have 
been c rea ted by the announcement in 
January of the imminent closure of the 
Caterpi l lar crawler t r a c t o r p l an t a t 
Uddingston with 1,221 redundancies. As 
recently as September the long-term future 
of the factory seemed assured with the 
firm embarking on a planned £62.5m 
investment programme to follow the £20m of 
investment over the previous year. I t 
was e x p e c t e d t h a t t h e s u c c e s s f u l 
production of the D6 bulldozer and other, 
new products would cont inue for the 
foreseeable future given the company's 
c a p i t a l commitment. However, the 
American-based parent company experienced 
world-wide losses during the third quarter 
of 1986 and in response closed two plants 
in the USA as well as Uddingston. I t i s 
clear that there was no consultation with 
local management or workers about the 
decision and none with the Scottish Office 
which had offered financial assistance 
wi th the planned investment . The 
transfer of Uddingston's business to a 
European plant , e i ther in Belgium or 
Grenoble, France, is likely. 
Although the closure may have been sudden 
and unexpected, some problems should have 
been ant ic ipated. There i s no question 
that the workforce a t Uddingston produce 
an e x c e l l e n t p r o d u c t and do so 
efficiently. Furthermore, the industrial 
relations record at the plant i s excellent 
- no s t r i k e for e igh t yea r s . As a 
result, the D6 bulldozer dominates the UK 
market in i t s class. However, 90% of the 
750 v e h i c l e s produced annually a re 
exported, mainly to Europe and the Middle 
East. I t i s in these markets and the USA 
t h a t Komatsu of Japan has been 
increasingly active in recent years. I t 
was Komatsu's success in the USA, in 
particular, that led Caterpillar into the 
cos t c u t t i n g programme of which the 
Uddingston workforce i s a victim. The 
Scottish Office and the Department of 
Trade and Industry (DTI) do not emerge 
from t h i s episode with credi t . I t was 
the government which gave the Komatsu 
£2.7m of reg iona l aid to s e t up i t s 
European base in Newcastle - in the former 
C a t e r p i l l a r fac tory the re . Several 
questions about the role of UK government 
departments can be raised: does the DTI 
monitor the performance of the parents of 
foreign-owned UK plants? What assurances 
did the Scott ish Office extract from 
Caterpillar in the USA in offering public 
funds to invest at Uddingston? If, as Mr 
Malcolm Rifkind said, the Caterpi l lar 
decision i s deplorable, are new, t ighter 
codes of conduct required for mul t i -
national companies? 
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Turning to the future, there appears to be 
no poss ib i l i ty of the company reversing 
i t s decision. The workforce has occupied 
the premises and may continue production 
at some level. As yet there have been no 
public indicat ions of a possible rescue 
attempt, although some effor ts may be 
being made in private. A management buy-
out, a workers' co-operative, and takeover 
by another firm or interested parties are 
op t ions which w i l l undoubtedly be 
considered over the next few months. In 
add i t ion to any input from c e n t r a l 
government i t could be expected that the 
SDA and the local author i t ies (perhaps 
through the i r pension funds) wi l l e i ther 
find or provide assistance to a potential 
buyer. 
The second major blow to mechanical 
engineering in the west of Scotland was 
the decision of Babcock Power in December 
to make 620 people redundant from i t s 
workforce of 2,570 at Renfrew. This 
announcement was not unexpected although 
i t was certainly avoidable. The November 
Commentary discussed the "Programme of 
Change" which the workforce and management 
had undertaken s ince 1979 involving 
changes in working practices, training and 
technology, combined with job cuts to 
e n a b l e t he f i rm to compete more 
eff ic ient ly in the world market. The 
most r ecen t phase of the Programme, 
"Operation 85/86" included a commitment 
from management that there would be no 
compulsory redundancies before January 
1987. However, with the introduction of 
s h o r t - t i m e working in September the 
company made i t clear, once again, that job losses of a considerable magnitude 
would be inevitable in the absence of a 
new programme of power station orders. 
The world-wide decline in power s ta t ion 
orders i s the context within which the 
redundancies became necessary. Total 
orders by foreign u t i l i t i e s are currently 
running at 10,000 megawatts (Mw) to 12,000 
Mw per annum compared with 60,000 Mw in 
1980. However, within the UK at l eas t , 
i t i s known that new power s ta t ions wil l 
be required by the mid-1990s at the latest 
if power shortages are to be avoided. 
The Central Elec t r ic i ty Generating Board 
(CEGB) needs 12,000 Mw of new and 
replacement capacity by the year 2,000 in 
contrast to the 3,000 Mw ordered since 
1973. I t i s because the CEGB has refused 
to bring forward i t s ordering programme in 
advance of the government's decision over 
Sizewell B that Babcock Power and other 
firms in the industry are struggling. A 
recent report commissioned by Northern 
Engineering Industries concluded that any 
further delays in orders, particularly for 
Sizewell B, could be the "final straw", 
for much of the industry. The danger 
identified by the report is not simply the 
loss of expertise and skil led labour 
through the contraction or closure of 
companies; i t is that when the inevitable 
increase in demand comes, both at home and 
internationally, the UK faces the prospect 
of being unable to compete successfully 
for potent ial exports and even of losing 
domestic orders to imports. 
Elsewhere in the industry Kestrel Marine 
of Dundee and Reyrolle Belmos of Blantyre 
announced closures result ing in 500 and 
265 redundancies respectively. The Dundee 
fabrication yard has suffered from the 
downturn in the o i l industry while the 
Blantyre firm faced falling demand for i t s 
coal mining engineering equipment. 
Heightened competition in the heavy diesel 
engine market w i l l cont inue to pose 
problems for the Bri t ish industry. From 
the Scott ish perspective the position of 
the American-based Cummins Corporation 
with i t s Shotts plant i s of par t icular 
in te res t . As a resul t of exceptionally 
fierce and co-ordinated marketing efforts 
by Japanese firms, especially in North 
America, Cummins was forced to undertake 
se r ious economy measures, including 
shedding 3,000 of i t s 20,000 employees. 
One outcome of the "Thirty Month Sprint", 
as the exercise was known, has been the 
collapse in the firm's net prof i ts from 
$187.9m in 1984 to a net loss of $109.8m 
in the f i r s t three quarters of 1986. 
The UK machine tools sector seems set for 
much f i e r c e r compet i t ion due to the 
decisions of other countries. The US 
Government has decided to cut imports of 
machine tools over the next five years. 
In addition a recent change in US law now 
requires the Pentagon to buy American-made 
machines. Currently trade with the 
Department of Defence i s worth $30m per 
annum to Br i t i sh companies. In Japan, 
despite record turnover and prof i ts in 
1985, the machine tools industry has 
a p p l i e d to t h e g o v e r n m e n t f o r 
res t ructur ing. Both the r i s e in the 
value of the Yen and American moves on 
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imports have affected the sector more 
r e c e n t l y . The e f f e c t of t h e s e 
developments in America and Japan will be 
to increase competition in markets outwith 
the USA, with the further threat of far-
Eastern companies looking to Europe for 
increased trade. 
An issue of national importance, training, 
has surfaced again in recent months with 
accompanying acrimony. Tne Engineering 
Industry Training Board (EITB) has pointed 
out that although the demand for trained 
engineers i s r i s ing , especially outwith 
engineering, there i s no way that the 
industry can avoid the costs of training. 
Thus, i t has peti t ioned the Minister of 
State for Employment, Mr Trippier to find 
a means of making a l l of industry and 
commerce pay for industrial training. In 
addition, the EITB claims that the levy 
system no longer works - 95? of firms 
claim exemption. The three proposed 
s o l u t i o n s a r e : f i r s t , t oughe r 
implementation of the present system to 
reduce the number of exempt f i rms . 
Secondly a compulsory levy of \% on 
engineering payrolls to yield £160m per 
annum. Final ly, to ra ise £30m which 
would see the EITB become a largely non-
interventionist body concerned mainly with 
national training ini t iat ives. The group 
of 13 major companies - including Ford, 
GEC, Lucas and Perkins Engines - which two 
years ago called for the abolition of the 
EITB, is preparing a response. 
The P re s iden t of the I n s t i t u t i o n of 
Mechanical Engineers, Professor Bernard 
Crossland has c a l l e d for substant ial 
changes in engineering t ra ining; from 
schools to un ivers i t i es to in-service 
t ra in ing. With respect to the role of 
the tertiary sector, he believes that the 
e x i s t i n g e n g i n e e r i n g f a c u l t i e s in 
un ive r s i t i e s , central i n s t i t u t i o n s and 
polytechnics should be condensed into 20 
or so "technical un ivers i t i es" , such as 
Strathclyde. In addition, undergraduate 
courses should be made considerably less 
i n t e n s i v e w i t h companies and the 
individual being responsible throughout 
the engineer's career for the maintenance 
of professional standards. This would 
involve cont inuous t e s t i n g whi le in 
employment, complementary increased block 
re lease , shor t - courses , seminars and 
distance learning. These recommendations 
seem per t inent in l i g h t of the "Changing 
Working Patterns" report prepared for NEDO 
by the Insti tute of Manpower Studies which 
points to the continuing increase in the 
demand for skilled engineers by industry. 
Turning f inal ly to company news, John 
Brown Engineering (JBE) of Clydebank has 
secured contracts worth £45m with China's 
Ministry of Petroleum to supply power 
generation equipment a t three of the 
country's o i l f i e ld i n s t a l l a t i ons . The 
235 Mw generating equipment will be used 
to produce power for oil pumping machinery 
and dis t r ic t power grids. The order was 
won in the face of competition from Japan, 
West Germany and France and should secure jobs a t Clydebank throughout the f i r s t 
half of 1987. The company is also one of 
severa l bidding for the f i r s t CEGB 
contracts for flue gas desulphurisation 
equipment to reduce acid-rain. The f i r s t 
c o n t r a c t w i l l be for the Drax power 
s ta t ion in Yorkshire and w i l l be worth 
£200m over four years with work commencing 
in 1989. Like other potential contractors 
JBE has entered a technology agreement 
with an overseas firm which has expertise 
in this field. In JBE's case the firm i s 
General Electric of the USA. 
The Weir Group has had another successful 
q u a r t e r . Two orders worth near ly 
£600,000 have been received for fire pumps 
for oil and gas installations in the North 
Sea and Mozambique. The orders were 
placed by McDermott Engineering and BP 
Africa. 
On the technology f ront Weir Pumps 
announced that i t has reached an advanced 
stage of development with a system which 
wil l allow f luids to be pumped together 
from the seabed without prior separation 
into gas and l iqu ids . This would mean 
that production platforms would no longer 
have to be s i ted close to well-heads and 
that gases, l iquids and f luids could a l l 
be pumped together, either to shore-based 
f a c i l i t i e s or to one central production 
platform. Clearly th i s wi l l make many 
marginal o i l f ie lds more cost ef f ic ient . 
l abo ra to ry t e s t s have already been 
successfully completed on a subsea model 
which can handle 5,000 barre ls per day 
(bpd). The second phase, a t the moment 
part ly funded by Arco Br i t i sh , wi l l see 
the development of two prototypes to 
handle 400,000 bpd. 
Babcock Power, apart from announcing 
redundancies , i s a pa r tne r in the 
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consortium preferred by the government to 
manage the Royal naval Dockyard at Rosyth, 
Babcock Thorn. The contract will be for 
seven years with Babcock Thorn promising 
savings of £38m including a reduction of 
the permanent workforce from 4,900 to 
4,600. Babcock Power i s also in l ine to 
receive the go-ahead on £90m of work for 
the Sizewell B power s ta t ion agreed in 
principle some time ago. 
The Secretary of State for Trade and 
Industry has announced tha t Rolls Royce 
wi l l be privat ised in April or May. In 
addition to the pr iva t i sa t ion f lo ta t ion 
estimated to be worth £750m - £1,000m, a 
further flotation of ordinary shares will 
take place to cover the company's net 
borrowings. The government will retain a 
"special share" and i t s consent wil l be 
required if the company wishes to dispose 
of more than 25? of i t s assets or of i t s 
nuclear business asse t s . Foreign and 
individual shareholdings wil l be limited 
ini t ia l ly and the composition of the board 
wil l be at l e a s t 75% UK c i t izens . Rolls 
Royce has two large Scottish plants a t 
Hillington and East Kilbride. 
Seaboard Lloyd the oil well-head equipment 
producer opened i t s £4m UK headquarters 
and manufacturing plant at Cumbernauld. 
This wi l l create 100 jobs over the next 
four years. Two orders for fabrication 
p i l e s have been placed by Shel l UK 
Exploration and Production. The f i r s t 
worth £2m for the Shell-Esso Eider field 
has been placed with Lewis Offshore Ltd. 
The order i s for 24 p i les using 5,500 
tonnes of steel. The second placed with 
McDermott Scotland at Ardesier i s for 32 
p i les worth £2.5m using 7,500 tonnes of 
steel. Given the downturn in oil-related 
a c t i v i t y McDermott i s planning to 
d i v e r s i f y i n t o o ther a reas with the 
Dornoch Bridge and the j e t ty for the 
Faslane submarine base being contracts in 
which i t may be interested. 
ELECTRICAL AND INSTRUMENT ENGINEERING 
Despite the upward revision in the figures 
for the f i r s t quarter of 1986 the f i r s t 
half of 1986 has seen e lec t r i ca l and 
ins t rument engineer ing output f a l 1 
markedly in Scotland. The 1U fa l l in 
the f i r s t q u a r t e r , repor ted in the 
previous Commentary, was translated into 
an 8% fa l l in l igh t of the revisions. 
However, a further 4% fall meant that the 
index closed the quarter at 169, i t s 
lowest since the second quarter 1984. 
This figure represents a 13% fa l l on the 
second quarter 1985 figure - the peak for 
that year. 
In the UK as a whole the second quarter 
figure fel l marginally by 1% down from 127 
to 126. 
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As with other sectors of the Scottish 
economy, the responses by e l ec t r i ca l and 
electronics firms to the January Scottish 
Business Survey showed a substant ial 
i nc rease in bus iness optimism. On 
balance 36% of respondents were more 
opt imis t ic about the general business 
s i tua t ion than they were three months 
p rev ious ly . New orders and s a l e s 
performance in the non-Scottish UK and 
export markets were the main reasons 
behind t h i s optimism. Despite th i s , 
overall capacity u t i l i s a t i o n was only 
reported at 56% and the expected trend in 
total employment is downwards according to 
a balance of 20% of respondents. Orders 
and sales are cited by 69% of respondents 
as being the factors most likely to limit 
output over the next three months. The 
trend of increased business optimism but 
reduced employment prospects was a common 
feature in the January Scottish Business 
Survey and, therefore, i s not unique to 
the electronics sector. 
Given the emphasis on the electronics 
industry in the signed articles contained 
in t h i s Commentary the r epor t on 
indust r ia l performance i s shorter than 
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usual. A commentary on some of the wider 
developments in the electronics industry 
world-wide since November 1986 wil l be 
included in the May edition. 
In the meantime there has been mixed 
company news over the l a s t few months. 
Amongst the announcements of openings and 
expansions has been one of the most 
outstanding successes of the Locate in 
Scotland Bureau, i t s capture of Compaq 
Computers' f i r s t European manufacturing 
f a c i l i t y . LIS faced strong competition 
from other European countries, among them 
Germany, France and Ireland, and th i s 
success i s a c red i t to the package of 
financial and locat ional incentives the 
bureau has painstakingly pieced together. 
The announcement was made in November that 
the fast-growing US giant was to set up in 
the grounds of Erskine Hospi ta l and 
provide 350 jobs by 1990. Fifty percent 
of these jobs w i l l be for assembly l ine 
workers and over 150 for g radua te s . 
Despite the s t ra in th is development will 
place on the supply of ski l led labour in 
Scotland the emphasis on a highly skilled 
workforce is most welcome. Further job 
boosts came from four other US companies. 
BBN Communications, manufacturer of 
private data networks, i s to set up in 
Livingston and wi l l employ 100 people by 
July. Another Livingston company, Apollo 
Computer i s expanding i t s t echn ica l 
workstation manufacturing facility and is 
expected eventually to add 200-300 workers 
to i t s already 180 strong employee base. 
The Livingston plant already supplies 60% 
of the company's European sales and th i s 
development i s geared towards ensuring 
that 100? of European sales can be met 
from Scotland. 
In East Kilbride the computer supplies 
company, Inmac, i s to create 80 jobs over 
the next three years as i t se ts up an 
operation to supply interface cables, data 
transfer switches and line testers to the 
wider industry. Lastly, Digital are to 
boost the i r Ayr workforce by another 100 
(to over 1,000) in 1987. This i s in 
addition to a 140 job expansion announced 
in October. 
However, as usual, t he i r i s always the 
downside in this highly volatile industry. 
Burroughs, one of the oldest e lectronics 
m u l t i n a t i o n a l s in Scotland (and now 
renamed Unisys since i t s merger with 
Sperry) are to close the i r Cumbernauld 
development facility with the loss of 360 jobs, more than the number Compaq wi l l 
bring over the next four years. This 
announcement was a further blow to the 
company's Cumbernauld workforce because a 
s i m i l a r number of redundancies were 
announced in February l a s t year when the 
manufacturing wing closed. Unisys s t i l l 
employs 750 people at i t s Livingston plant 
but the loss of such a well-qualif ied 
workforce, concentrating on design and 
development, i s a major setback for the 
Scottish industry which is at i t s weakest 
in the design and development area. 
TRANSPORT EQUIPMENT 
The adverse domestic repercussions of a 
f a l l in the price of o i l , feeding through 
to lower development and exploration 
ac t iv i ty , was seen as a threat to the 
shipbuilding industry in Scotland in the 
l a s t Commentary. This threat turned to 
reality in November in the worst possible 
way. Trafalgar House announced that 
1,600 out of the 2,500 strong workforce at 
the lower Clyde yard of Scott-Lithgow were 
to go. In effect , the core, permanent 
workforce wil l be reduced to 700 during 
the course of 1987 and, if no more orders 
are won, in September this year there will 
be further cutbacks. Indeed, i t would 
s u r p r i s e no-one if the yard closed 
a l t o g e t h e r on the completion of the 
Atlantic Conveyor conversion and the 
possible MOD contract work. These are 
changed days since August 1974 when 9,000 
employees were registered a t the Scott 
Lithgow yards. I t i s j u s t three years 
ago that almost 4,000 were employed a t 
the company, then controlled by Br i t i sh 
Shipbuilders, and the f i r s t threat of 
closure hung over the yard. In evidence 
to the Scott ish Select Affairs Committee 
in March 1984 the Fraser of Allander 
I n s t i t u t e calculated tha t , if the Scott-
Lithgow yard was to close, a further 3,957 
long-term Scott ish jobs would be l o s t ; 
over 1,000 in the u t i l i t i e s and service 
sector. With the recent announcement 
alone i t i s l ikely that a further 1,500 jobs will be lost over the next few years 
in Scotland as the los t purchasing power 
from both workers' incomes and company 
expenditures feeds through. 
Relief for Scott-Lithgow's plight from the 
general shipbuilding market looks l ike a 
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forlorn hope. In the l a t e s t quarterly 
shipping study from the OECD, new orders 
in the f i r s t nine months of 1986 were down 
33% on the same period in 1985. Worst 
h i t were Western European yards where only 
499 ship orders were placed compared with 
1,870. In Japan 4,510 ships were ordered 
compared with 5,604 in the nine months the 
year previously. Sad to say, even these 
f a l l s in new orders do not look l ike the 
trough for the world sh ipbu i ld ing 
industry. Over supply in world shipping 
tonnage stood a t nearly 25% or 161.8m 
deadweight tonnes in 1985. This gross 
imbalance could be redressed from two 
sides; f i r s t , the demand side through 
increases in util isation and secondly, the 
supply side through decreases in new ships 
ordered and/or increased scrapping rates. 
The volume of world trade has fallen back 
to 1974 leve l s over the l a s t decade and 
there have been few signs of increased 
demand in the immediate future. One 
potential stimulus to world trade is the 
fall in the oil price which might increase 
demand in i n d u s t r i a l i s e d and non-oil 
developing country economies. If th i s 
demand feeds through to trade ac t iv i ty , 
and even increased demand for o i l , 
util isation rates for general cargo ships, 
bulk carriers and tankers would increase. 
So far there has been l i t t l e sign of th i s 
happening although i t i s always the case 
that the 'gainers' from any economic event 
such as the o i l price fa l l take longer to 
r e ac t and ad jus t to the new t rad ing 
conditions than the ' losers ' . I t may be 
the case tha t within the next few years 
the re w i l l be a major upturn in the 
shipping market. The problem facing many 
yards worldwide i s how to stay in the 
shipbuilding game unt i l then. On the 
supply s i d e g e n e r a l g o v e r n m e n t 
subsidisation pol ic ies have exacerbated 
the oversupply of ships by making i t 
a t t r ac t ive for shipping owners to build 
speculatively. Prices of new ships have 
declined d ras t i ca l ly , for example, a 
250,000 dwt tanker cost $75m in 1980 
whereas in 1985 the same ship was selling 
for $47m. Nevertheless, government moves 
to reduce subsidies and bankers' attitudes 
towards loans for ship owners have both 
acted to reduce the speculative demand for 
new ships since 1984/85. Recent moves in 
Europe (see below) and Japan have 
m a i n t a i n e d the c o u r s e of reduced 
subsidisation. On the scrapping front, 
only 3.5m gross registered tonnes (220 
ships) were scrapped between 1978 and 
1985. Perhaps a more ef f ic ient way of 
subsidising the industry would be for 
governments to promote reduced supply in 
th i s way. For th i s policy to work, co-
operation between governments worldwide 
would be required; a marked departure 
from the normal state of affairs. 
Amongst o t h e r s , the United Nations 
Conference on Trade and Development 
(UNCTAD) and the European Community (EC) 
have suggested tha t solutions must be 
found for the world shipping crisis . So 
far no-one has come up with proposals 
which can attract broad support. 
Unilaterally the EC has agreed new subsidy 
levels for shipbuilding. The new, a l l -
i n c l u s i v e subsidy was s e t a t 28% in 
December, despite the fact that the price 
d i f f e r e n t i a l between some European 
shipbuilders and Far East shipbuilders 
stands a t 40? and wi l l thus force more 
rationalisation on the European industry 
(which holds 18% of world capacity). 
Bri t ish Shipbuilders had argued for a 
subsidy l eve l of 36% claiming t h a t 
anything less would force yards out of 
business. Given this warning the hunt for 
orders at Govan and Appledore Ferguson 
must prove f rui t ful th i s year or the i r 
future wi l l be in grave doubt. Recent 
press reports have suggested that a £50m 
order for three container ships for China 
are in the offing. I t i s to be hoped that 
these prove correct as the Norsea, Govan's 
l a s t order on the stocks, i s due to be 
completed by the end of March. 
A subsidy of jus t over 5% would have 
secured an eight ship order for the 
Aberdeen yard of Hall Russell from the 
Indian Government. However, bureaucratic 
red-tape meant that the buyer had to 
apply for trade and aid assistance before 
the UK Government would consider the 
appeal which would secure 500 jobs for 
four years. At the time of writing no 
firm decision has yet been made on the 
contract. 
In contrast to the plight of the merchant 
shipbuilding industry in Scotland, our 
fledgling aerospace sctor i s booming. 
Eighteen new orders for the highly 
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successful Jetstream 31 aircraft built by 
British Aerospace at Prestwick were placed 
in December. Jetstream International, a 
long-standing customer, took up options on 
14 planes and placed options for 20 more. 
The jobs of the 2000 workforce look safe 
for 1987 and well into 1988. 
The bus market deregulation which has 
caused a d r a s t i c f a l l in l a r g e bus 
registrations, only 300 being expected in 
the UK in 1987 compared with the 1984 pre-
l e g i s l a t i o n t o t a l of 3,000, has not 
adversely affected the Falkirk coach-
builder, Walter Alexander. The group's 
pre-tax prof i t s for the f i r s t six months 
were up on a s l ight ly reduced turnover. 
Undoubtedly the group's res t ructur ing and 
diverse a c t i v i t i e s have contributed to 
th i s s i tua t ion . Another remnant of the 
Scottish vehicles industry, Volvo Trucks 
at I rvine, reported record output l a s t 
year. The assembly plant employs around 
250 people and concentrates solely on the 
B r i t i s h heavy t rucks market. (This 
stands in marked contrast to the Leyland 
plant at Bathgate, formerly Scotland's 
only truck manufacturer, which closed in 
1986. I t s market was for l igh t trucks 
aimed at the developing country market.) 
Volvo has the ab i l i t y to build double-
decker buses but, given the present market 
d i f f i c u l t i e s , i s unlikely to make use of 
this facility in the foreseeable future. 
CHEMICALS AND MAH-MADE FIBRES 
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The l a t e s t Scott ish index of indus t r ia l 
production figures reveal that over the 
second quarter of 1986 output in the 
chemicals and man-made fibres sector fell 
by 2% to stand a t 104 (1980=100). 
Furthermore, when the four quarters to 
June 1986 are compared to the four 
quarters a year previously output has 
fallen by 4%. These figures confirm a 
continuation in the downward trend in 
output which has been evident since the 
f i r s t quarter of 1985 when the index 
peaked a t 117. In contrast the UK index 
stood at 118 for the second quarter of 
1986 showing no change over the previous 
quarter and indeed no change over the 
year. 
Results from the January Scottish Business 
Survey imply, however, that some recovery 
in output may be expected over the la t ter 
part of 1986 and the early months of 1987. 
A balance of 43? of respondents were more 
opt imis t ic about the general business 
situation in their industry than they had 
been three months previously. The source 
of this optimism seems to l i e in a healthy 
upward trend in new orders and sales over 
the l a s t three months of 1986 especially 
in export markets and t h i s t rend i s 
expected to continue into 1987. Such a 
trend i s unlikely to be accompanied by 
increased employment as a s ignif icant 
balance of respondents expect the recent 
downward trend they have experienced to 
continue into 1987. This dichotomy 
between expected output growth and 
employment dec l ine may, in p a r t , be 
explained by responses to the question on 
investment intent ions. There i s some 
evidence of an upward revision of intended 
investment in plant and equipment with the 
aim of increasing efficiency. I t i s 
possible that firms in the industry view 
increased efficiency and labour-saving 
capital investment as moving hand-in-hand. 
Capacity uti l isat ion remains low with the 
main c o n s t r a i n t on output being a 
deficiency in demand. Indeed, until this 
constraint i s l i f t ed employment in the 
industry is unlikely to recover. 
These r e s u l t s t o some e x t e n t s i t 
uncomfortably with the conclusions of a 
recen t NEDO repor t on the B r i t i s h 
chemicals indus t ry ("Maintaining the 
Balance", NEDO Books, London). The 
report notes that whilst Br i ta in ' s share 
of the internat ional market has been 
s t a t i c , i t s share in the UK market has 
been declining. The average growth of 
the industry has been below that of i t s 
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main competitors and Britain now has a 
trade de f i c i t of £400m with the EC, a 
v i t a l market given i t s size and ease of 
access. 
The need t o improve i t s compet i t ive 
position v i s -a -v i s Europe has prompted 
plans for rationalisation by BP Chemicals 
at Grangemouth. BP plan to integrate the 
BXL Plastics plant with i t s petro-chemical 
complex with the aim of removing any 
duplication involved in operating two 
c lose ly r e l a t e d s i t e s manufacturing 
similar products. BXL produces low-
density polyethylene whilst BP produces 
high-density polyethelene. The changes 
wi l l involve 65 redundancies at BXL, 
mostly voluntary, but at the same time £4 
million i s being spent to upgrade the 
high-density polyethelene plant in order 
to increase production and strengthen the 
competitive base of the Grangemouth site. 
The Costain civil engineering company i s 
behind the proposals to build a £400 
million chemical plant at Nigg Bay on the 
Cromarty Firth. The proposals, which are 
s t i l l at a preliminary stage, involve the 
building and operation of a 275 mile 
pipeline to bring gas l iquids from the 
North Sea for convertion into commercial 
products. The u l t i m a t e dec i s ion on 
whether to proceed wi l l depend on how 
successful Costain are a t a t t r a c t i n g 
customers. However, if i t does go ahead, 
the venture i s not expected to create a 
large number of permanent jobs. 
TEXTILES, FOOTWEAR, LEATHER AND CLOTHING 
After a sharp fal l in the f i rs t quarter of 
1986, the index of production for the 
textile industry in Scotland rose by three 
percentage points in the second quarter of 
the year. Output in the most recent four 
quarters was 4% higher than the previous 
four quar ters , but th i s level is s t i l l 
some 10% below what i t was in 1979. 
The f a l l in the numbers of American 
tou r i s t s v i s i t i ng Europe in 1986 had a 
significant effect on UK sales of Scottish 
quality branded knitwear. For example, 
Dawson's UK sales were down by 20? in the 
six months to September, and th i s had a 
knock-on effect on the p rof i t ab i l i ty of 
k n i t w e a r - r e l a t e d a c t i v i t i e s such as 
hosiery spinning and raw ma te r i a l 
processing. Profi ts have been shielded 
by the fact that 80% of knitwear goes for 
export and the recent weakening of the 
external value of the pound is expected to 
have a beneficial effect on profits later 
this year. 
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Another part of the industry which has 
b e n e f i t t e d from the dec l ine in the 
exchange ra te i s the carpet trade, where 
there has been a downturn in imports from 
Europe. However, exchange rate movements 
have not been enough to shel ter the jute 
industry in Tayside from what they regard 
as unfair competition from imports of 
cheap ju t e products from India. The 
industry has lost 300 jobs in the past six 
months; now only 1,200 remain, and the 
prospect of thei r survival depends upon 
direct government intervention. While 
the present government has been reluctant 
to make such discretionary interventions 
in the past, i t i s hoped by industry 
representat ives that the prospects of a 
general election wil l concentrate the 
minds of M i n i s t e r s . A dec is ion i s 
awaited from the Department of Trade and 
Industry a t a time when, i ronical ly , the 
UK has imposed restrictions on imports of 
t e x t i l e s and clothing from other EC 
countries. This has been done under the 
fourth Multi-Fibre Arrangement, which came 
in to force on 1 January. The j u t e 
indus t ry c la ims tha t the re i s not 
s u f f i c i e n t t i m e for i t to seek 
internat ional agreement on i t s proposed 
import ban, and i t wants u n i l a t e r a l 
action. Just before Christmas 1986, 
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Tootal opened what they claim i s the most 
up-to-date thread dye works in the world, 
at Newton Mearns. I t i s also claimed to 
be the l a rges t such plant in Europe, 
employing 140 people. The investment i s 
estimated to have cost £7 mil l ion, of 
which government financial assis tance i s 
thought to be about £3.5 mill ion. I t has 
been undertaken by Tootal's subsidiary 
company, English Sewing, which produces a 
range of 135 different commercial and 
domestic thread products, mainly for the 
UK market. 
PAPER, PRINTING AMD PUBLISHING 
The S c o t t i s h Index of i n d u s t r i a l 
product ion for paper, p r i n t i n g and 
publishing showed no change for the second 
q u a r t e r of 1986; remaining a t 102 
(1980=100). The figures also show that 
in the four q u a r t e r s to June 1986, 
compared with the four quarters one year 
previously, output increased by only \%. 
The comparable figures for the UK are a 2% 
increase in the second quarter of 1986 and 
a four quarter r i s e of 3%. The UK index 
now stands at 101 confirming that Scottish 
performance in this sector since 1980 has 
been marginally be t te r r e l a t ive to the 
r e s t of the UK. 
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In contrast to the impression given by 
these figure of l i t t l e output change in 
the f i r s t half of 1986, there i s some 
bet ter news from the January Sco t t i sh 
Business Survey. A balance of 8% of 
respondents in the paper, print ing and 
publishing sector were more opt imis t ic 
about the general business situation than 
they were three months previously. The 
major source of t h i s increased optimism 
was a net increase in new sales expected 
over the next t h ree months. Any 
improvement i s unlikely to involve a 
recovery in employment as a s ignif icant 
balance of respondents expect further 
decline in employment in the f i r s t few 
months of 1987. There is some indication 
of an upward r e v i s i o n of investment 
intent ions with the need to increase 
efficiency being the major motivating 
factor. However, capacity u t i l i s a t i o n 
remains low with a lack of demand being 
the overriding constraint faced by firms 
in this sector. 
The Scottish papermaking industry received 
a s ignif icant boost in January with the 
confirmation tha t Irvine has been chosen 
as the s i t e for a new mil l . The Finnish 
company Kymmene-Stromberg (formerly 
Kaukas) in tend to i n v e s t about £215 
million between now and full production in 
1990. This represents the la rges t ever 
single inward investment announced for 
Scotland. 
The m i l l w i l l produce high q u a l i t y 
lightweight coated paper of the type used 
in magazine and advertising l i terature and 
in ful l production wil l require around 
200,000 tonnes per annum of spruce 
pulpwood supplied from Scott ish fores ts . 
Direct employment wi l l amount to 480 
people of which a quarter wi l l be in 
technical and managerial posts. The 
remainder will consist mainly of semi and 
unskilled manual workers, categories of 
labour which are in abundant excess supply 
in the local labour market. In addition, 
around 400 additional jobs will be created 
in the forestry and supporting services 
industries. Construction of the factory 
wi l l involve a further large number of jobs. 
Elsewhere in the papermaking industry, 
Tul l i s Russell of Fife announced a 4% 
increase in turnover in 1986 to £59.3 
million whilst pre tax profits have soared 
to £4.6 million compared to just over £0.6 
million in 1985. Employees will benefit 
to the tune of £370,000 in shares as part 
of a prof i t sharing scheme star ted in 
February of 1986. 
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Services 
BANKING, INSURANCE AND FINANCE 
The Guinness af fa i r i s an in teres t ing 
example of the excesses that managers and 
their associates can indulge in. I t would 
be wrong to view i t as anything more than 
a temporary storm with few if any long-run 
implications for capital markets. I t does 
not r e p r e s e n t a dec l ine in e t h i c a l 
standards, nor does i t re f lec t the power 
of shareholders, annoyed by management's 
blatant disregard for the undertakings i t 
made in the Disti l lers bid, to discipline 
management. Ethical standards are almost 
certainly higher now than they were in the 
past, reflecting both a greater awareness 
and a tightening up of standards. There 
i s also l i t t l e evidence to show that a 
minority of shareholders (and i t must be 
remembered t h a t the m a j o r i t y of 
shareholders were happy with recen t 
decisions of the Guinness Board) can force 
changes on a re luctant Board or s t i r a 
government department into action. The 
needs of Guinness to diversify from i t s at 
best, slow growing, t rad i t iona l market, 
forced i t into a particularly competitive 
takeover ba t t l e in which winning became 
the prime objective and the management 
were tempted to sa i l closer to the wind 
than was prudent. They are not the f i r s t 
company to do so and are unlikely to be 
the l a s t . 
The Guinness affair ra ises a number of 
interesting questions about the relations 
between manage r s , a d v i s e r s and 
shareholders, not l eas t the size of the 
fees that are paid, as well as questions 
about movements in share prices both 
before the announcement of the bid and 
during the period of the takeover. A 
considerable number of academic studies of 
the returns that accrue to shareholders 
from takeovers have shown that i t i s 
typical for abnormally large returns to 
occur in the months before takeovers are 
announced. Academics have been loath to 
speculate on the cause of these abnormal 
returns but at least one explanation must 
be the use of inside information. If the 
government i s serious in i t s desire to 
protect shareholders i t wi l l order, in 
future, the monitoring of returns in 
takeover bids as a routine precaution and 
provide resources for the investigation of 
suspicous cases. 
The methods of appointment of non-
executive d i rec tors and the re la t ions of 
the Board to i t s executives must also be 
examined. I t does not seem appropriate 
that a significant proportion of the Board 
should be ignorant of major expenditures 
by their company on 'fees ' . Shareholders 
are ent i t led to demand some explanation 
for the d i rec tors apparent ignorance. 
Directors may be non-executive but they 
are drawing fees for their services and i t 
i s important that they should know what 
the company is doing when such large sums 
of money are involved. 
Important as the current furore over the 
Guinness affair is , there is a danger that 
such events may obscure other significant 
changes tha t are taking place in the 
capi ta l markets. One such change is the 
move by the European Commission to widen 
competition in f inanc ia l markets . A 
European Commission directive has ordered 
the f i r s t step in the process of producing 
a unified European financial services 
market in which financial intermediaries 
are able to freely export the i r products 
so long as they meet the regulations of 
their own country. By 1992 member states 
must f r e e from exchange c o n t r o l 
t ransact ions in a variety of secur i t i es 
including unit t rus t uni ts . The direct 
effects on Bri ta in of the di rect ive are 
small. The indi rec t effects , however, 
could be s ignif icant since i t wi l l s t a r t 
to open up the capi ta l markets of France 
and I ta ly to competition from Bri t ish 
intermediaries. More European Commission 
direct ives are expected that will extend 
European financial integration and open up 
profi table opportunities for competitive 
Bri t ish f inancia l i n t e r m e d i a r i e s . An 
obvious beneficiary of such opportunities 
should be the S c o t t i s h l i f e o f f i c e s . 
Unfortunately on past experience i t i s 
un l ike ly t ha t they w i l l grasp the 
challenge with the vigour i t deserves. 
Their failure to tap the unit trust market 
in i t s early years of growth is emphasised 
by their success with recent launches. 
Standard Life's recently published results 
indicate that their unit trusts, launched 
on the f i rs t of May, attracted one hundred 
and five million pounds in the f i r s t 
f i f t e e n days and almost two hundred 
million pounds by the end of 1986. If 
they had entered the market with the same 
determination ten years earlier they could 
by now have been one of the dominant 
players. Standard Life are not alone. 
Several of the Scottish l i fe offices have 
only recently entered the unit t rus t 
market and most appear surprised by the 
strength of the response. 
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I t i s to be hoped that the message has got 
home. Opportunities for expansion exist 
and must be grasped. Europe i s on the 
verge of a major l i b e r a l i s a t i o n of i t s 
financial markets. The Scott ish offices 
should be preparing both for increased 
competitiion in domestic markets and to 
acquire new l i f e business in European 
Community m a r k e t s . As y e t t h e i r 
involvement in these markets, apart from 
Ireland, i s negligible. I t i s to be hoped 
tha t i t does not continue tha t way. The 
suggestion that expansion may not be in 
the best i n t e r e s t of policyholders may 
convince some cr i t ics but to others these 
excuses ring hollow and simply cloak 
inertia and conservatism. 
In any event substant ia l changes in the 
domestic l i f e assurance market may be 
inevi table i f the proposals of the Life 
Assurance and Unit Trust Regulatory 
Organisation (LAUTRO) are adopted. LAUTRO 
i s recommending maximum commission on a 
number of products as well as l imi t ing 
in i t i a l commission to a maximum of twenty 
five percent of premiums in any one year. 
The aim of the proposals i s to both lower 
commissions by modest amounts and to 
reduce the in i t i a l commission payments by 
spreading payments over a number of years 
for pol ic ies involving regular renewal 
premiums. The consequence may be that 
some insurance brokers will find i t more 
d i f f i cu l t to survive par t icu la r ly as the 
pressure on commission payments i s coming 
at the same time as increased competitiion 
from banks, building soc ie t ies and other 
f inancial intermediaries for insurance 
business. For the consumer the proposals 
do not go f a r enough in r e d u c i n g 
commission or enforcing disclosure of the 
size of commissions. They do, however, at 
l e a s t go some way to improving early 
surrender values. 
Changes in the marketing of bank products 
are also gathering pace. The Clydesdale 
Bank has already announced a reduction in 
a number of i t s branches and a cut in i t s 
staff and i t i s unlikely to be alone. The 
p rob lems of the banks have been 
extensively commented on. Increased 
competition and reduced margins, together 
with technological change is forcing the 
banks to reorganise and change the manner 
in which financial products are sold. An 
increase in the volume of t ransact ions 
handled has protected bank staff from the 
manpower reductions that technological 
change could have induced. Fur ther 
dramatic increases in volume to offset 
even more rapid change and increased 
competition require the banks to segment 
the i r markets and to market much more 
aggressively to t h e i r cus tomers . I t 
requires a change in the nature of bank 
branches and more importantly in the 
relationship between bank staff and their 
customers. The Clydesdale has responded 
by dividing i t s business between the 
re ta i l and commercial sectors and intends 
to refer the large corporate customers to 
i t s specialist division. At the same time 
the r e t a i l division i s to be trimmed. 
These changes are similar to those taking 
place in the Midland Bank and undoubtedly 
r e f l e c t the paren t taking a t i g h t e r 
control over i t s subsidiary. I t w i l l be 
surprising if further rationalisation and 
cost cutting does not take place. 
DISTRIBUTION 
A M% balance of wholesale respondents to 
the January Scottish Business Survey (SBS) 
reported that sales had fallen in the las t 
qua r t e r of 1986 and a net major i ty 
expected further sales reductions in the 
early months of t h i s year. The evidence 
from successive SBS returns suggests that 
an overall trend of small, but persistent, 
declines in Scott ish wholesale sales i s 
becoming well established. 
A net 4% of SBS wholesalers reported that 
total employment had fallen in the fourth 
quarter, with declines in both full-time 
and par t - t ime workers. Ominously, a net 
30% of respondents expected f u r t h e r 
reductions in employment in the f i r s t 
quarter of 1987. 
Given the actual and anticipated downward 
trend in sa les , i t i s not surprising that 
a posi t ive balance of wholesalers f e l t 
l e ss opt imis t ic about general trading 
conditions in January than they had done 
in October. 
The geoegraphical pattern of wholesale 
responses to the January SBS is shown in 
Table 1. 
Following a trend observed throughout 
1986, Glasgow wholesa le r s enjoyed a 
better-than-average fourth quarter with 
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the reverse being t rue for wholesalers in 
Aberdeen. In te res t ing ly , though Edinburgh 
w h o l e s a l e r s had an o v e r a l l weak fou r th 
q u a r t e r performance in te rms of s a l e s , 
they were o p t i m i s t i c concerning f u t u r e 
growth in employment and sa les . 
Table 1 Geographical response to January 
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Key G = Glasgow E = Edinburgh 
D = Dundee A = Aberdeen 
Source: Scot t ish Business Survey 
According t o SBS r e t u r n s , r e t a i l i n g in 
Scotland continued to exhibit strong sa les 
growth towards the end of 1986, with a net 
33S of r e sponden t s r e p o r t i n g an i n c r e a s e 
in sa les during the fourth quar te r . 
In sp i te of the buoyant sales performance, 
employment in S c o t t i s h r e t a i l i n g f e l l 
s l i g h t l y dur ing t h e l a s t t h r e e months of 
1986, with a f a l l in fu l l - t ime employment 
only being p a r t i a l l y offset by a reported 
increase in part- t ime workers. 
Ove ra l l , S c o t t i s h r e t a i l e r s were notably 
o p t i m i s t i c about fu tu re s a l e s p rospec t s 
w i t h a n e t 36% of SBS r e s p o n d e n t s 
expec t ing f u r t h e r i n c r e a s e s i n s a l e s 
dur ing t h e f i r s t q u a r t e r of t h i s year . 
However, on ba lance , r e t a i l e r s expected 
employment t o continue to f a l l . 
Fol lowing the gene ra l p a t t e r n observed 
during 1986, there were marked differences 
in o v e r a l l f o u r t h q u a r t e r performance 
among r e t a i l e r s in d i f f e r e n t S c o t t i s h 
r e g i o n s , as shown in Table 2. R e t a i l e r s 
in the Glasgow and Dundee Chamber of 
Commerce a r ea s g e n e r a l l y enjoyed a good 
fourth quar ter sa les performance and were 
conf iden t of f u r t h e r growth in the e a r l y 
months of t h i s year . In s t a r k c o n t r a s t , 
o v e r a l l r e t a i l s a l e s again f e l l again in 
t h e A b e r d e e n a r e a and l o c a l SBS 
respondents expected the s i t u a t i o n to 
worsen in early 1987. 
Table 2 Geographical response to January 
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Key: G = Glasgow E = Edinburgh 
D = Dundee A = Aberdeen 
Source: Scot t ish Business Survey 
A recent Business Monitor (SD025) provides 
some aggrega te s t a t i s t i c s on r e t a i l i n g 
a c t i v i t y in S c o t l a n d d u r i n g 1 9 8 4 . 
According t o the survey, t h e r e were j u s t 
over 27,000 r e t a i l o u t l e t s in Scot land 
with a t o t a l turnover of £6.9billion. The 
l a r g e s t s i n g l e kind of bus ines s was food 
r e t a i l i n g , w i t h 8,770 o u t l e t s and a 
turnover of £2.8bill ion. Scotland had 8$ 
of the t o t a l number of r e t a i l o u t l e t s in 
Great B r i t a i n and 8.8% of B r i t i s h r e t a i l 
turnover. On average each Scot t ish ou t l e t 
had a tu rnover of £255,000, which i s 
s l i g h t l y h ighe r than the £231,000 per 
ou t l e t recorded for Bri ta in as a whole. 
TOURISM 
Tourism i s now recognised as an important 
p a r t of B r i t a i n ' s economic a c t i v i t y . 
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Growth in the indus t ry has occurred 
throughout the post-war period: in some 
areas in spectacular fashion. Tourist 
t r i p s to London increased from one to 
twenty mil l ion between 1960 and 1980. 
York achieved a 300% expansion in staying 
visitors between 1975 and 1985. Moreover, 
the conventional wisdom is that Britain's 
tourist industry has achieved prominence 
before i t has reached anything l ike i t s 
ful l po ten t ia l . Br i ta in i s a theme park 
and the possibil i t ies seem immense. The 
government confidently expects tourism to 
play a major role in reviving the British 
economy. 
I t remains the case, however, tha t the 
g e o g r a p h i c a l p a t t e r n of t o u r i s m 
development has been decidedly uneven. 
Over the past decade and a half, the 
growth sectors have been London, a handful 
of favoured h e r i t a g e towns (eg York, 
Chester, Canterbury), and some innovative 
provincial c i t i e s which have fashioned 
tourism i d e n t i t i e s for themselves in 
response to the near collapse of thei r 
m a n u f a c t u r i n g b a s e s (eg. B r i s t o l , 
Liverpool, Sheffield and Bradford). Other 
types of t o u r i s t dest inat ion have fared 
l e s s well. The tourism indust r ies in 
traditional seaside resorts have suffered 
a pronounced d e c l i n e . V i s i t o r s to 
Blackpool dropped by 40? over the period 
1972-82, while Brighton's summer season 
between 1964 and 1982 recorded a f a l l in 
day and staying v i s i t o r s of 68% and 40% 
respectively. In remoter rural areas, the 
commerc i a l v i a b i l i t y of t o u r i s m 
development remains problematic because of 
the r e l a t i v e weaknesses of both the 
visitor and resident markets. 
The performance of Scotland's tourism 
sector over the past decade is indicative 
n e i t h e r of growth nor d e c l i n e . The 
visitor influx of approximately 14 million 
t r ips recorded in 1976 is the same as that 
for 1985, the l a s t year for which a ful l 
set of returns i s available. The figures 
for 1986 may well be down on 1985. The 
factors which have sustained expansion 
have been h i g h l i g h t e d in success ive 
Commentaries and may be summarised as 
follows:-
1. Poor weather, 
2. High cost of access to and within 
the country, 
3. The lack of e x c i t i n g c rea ted 
attractions, especially commercially 
operated ones, 
4. The need to upgrade catering and 
r e t a i l f a c i l i t i e s and improve the 
quality of customer service, 
5. A far from ideal structure of public 
a u t h o r i t y involvement in the 
industry. 
The r ea l i sa t ion of Scotland's tourism 
potent ia l and the exploi tat ion of i t s 
strong market image hinges on i t s ability 
to tackle these constraints in a vigorous 
and effect ive manner. This, in turn, 
r a i s e s t h e i s s u e of government 
intervention in the field of tourism. 
As Scott ish tourism stands, there i s a 
despera te need for a cohesive and 
r e a l i s t i c plan to be drawn up for the 
industry. So far the Scottish Office role 
has been to give moral and financial 
support to three national agencies - the 
Scottish Tourist Board, the Highlands and 
Islands Development Board and, lat ter ly, 
the Scot t ish Development Agency. Left 
largely to their own devices these quangos 
have weilded government funds with some 
s k i l l and no shortage of effor t over the 
years. However, in the final assessment, 
they have not produced ' l i f t o f f for the 
Scottish tourist sector. 
If there i s going to be a 'next phase of 
growth', then powerful c o l l a b o r a t i v e 
ini t iat ives need to be forged between the 
Scott ish Office and i t s various national 
agencies, on the one hand, and between the 
local au thor i t i e s and large and small-
scale businesses on the other. Trades 
unions, h e r i t a g e agencies and the 
political parties could also usefully play 
a part in evolving an agreed framework of 
ini t iat ives. Scottish tourism requires a 
degree of indicat ive planning and i t i s 
clear that the impetus for this to happen 
must ultimately be a political one. I t i s 
time for government to take a lead role. 
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The Labour Market 
EMPLonerr 
In the third quarter of 1986 the 
seasonally adjusted level of unfilled 
vacancies in Scotland rose to 17.5 
thousand (see Table 1). This was the 
third successive quarter in which an 
increase in vacancies was registered, and 
their current level is the highest 
recorded since the first quarter of 1980. 
However, Scottish vacancies as a 
proportion of GB's fell to its second 
lowest recorded level (8.6%). 
(Comparisons prior to that date have to be 
undertaken with caution, since these are 
calculated on the pre-October 1985 basis 
of calculating vacancies.) In general, 
unfilled vacancies in Scotland have tended 
to increase with increases in economic 
activity "peaking" in both 1974 and 1979. 
Over the longer-term perhaps the most 
apparent feature of vacancies is the 
approximate constancy of their order of 
magnitude. Certainly, the procyclical 
fluctuations in vacancies have been quite 
marked with a 'peak' over 22,000 in 1979 
and a 'trough' of 10.7 thousand in 1981, 
but there is no marked trend in the data. 
This is in stark contrast to the numbers 
unemployed in Scotland which have 
exhibited a drantic and persistent rise 
over the same period (from 77.3 thousand 
in 1974 02, on a seasonally adjusted 
basis, to 344.5 thousand in 1986 03). 
The difference in the two series' movement 
is apparent from the very marked decline 
in vacancies as a proportion of 
unemployment. In 1974 vacancies were 
over 25% of numbers unemployed whereas, 
recently, they have fallen to below 5% of 
unemployment. 
Clearly, if unfilled vacancies were to be 
interpreted as a reliable indicator of 
labour market activity this would lead to 
a radically different view from that which 
would be obtained from interpretation of 
unemployment as a good proxy for the 
'excess supply' of labour. Some 
Table 1 Vacancies and unemployment in 


























































































































































B u l l e t i n , 
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Table 2 Confirmed redundancies by region 
Yorkshire 





















































































































Source: Employment Gazette (December 1986) 





































































































•Minor discrepancies between this row and previous rows are due to rounding errors in 
official data. 
••Figures for all periods up to June 1986 have been subject to revision in light of survey 
and other information. June 1986 figures are likely to be revised in turn, and 
therefore should be treated with caution when being taken as indicative of trend. 
Source: Employment Gazette 
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economists had, in the past, advocated the 
use of numbers unemployed less number of 
vacancies as an indicator of excess labour 
supply. Unsurprisingly, the trend in 
unemployment totally dominates this 
measure as the third column of Table 1 
indicates. Unemployment less vacancies 
moves more or less as total unemployment, 
although a fall in this series is 
registered in 1978 Q2 and 1979 Q1 as well 
as in those periods when unemployment 
falls (1979 Q2, Q3 and 1985 Q3). Of 
course, some economists regard the 
increase in unemployment as predominantly 
reflecting a change in the 'natural rate 
of unemployment1, in which case the 
vacancy data may give a more accurate 
indication of the condition of the labour 
market (see below). 
Provisional estimates of redundancies 
(Table 2) in Scotland suggest that they 
fell in the third quarter of 1986, 
although given (uncorrected) seasonality a 
better guide may be provided by the annual 
change (+1975) or by the quarterly change 
in Scottish redundancies as a percentage 
of those in GB (+0.1%). 
In any mixed economy redundancies are to 
be expected as a consequence of shifts in 
tastes and technologies alter the 
composition of output. However, 
redundancies do also vary inversely with 
the overall level of economic activity, as 
evinced by the 'peaking' of the series at 
59,039 in 1981. As is evident from the 
employment data, new jobs have failed to 
fully compensate for redundancies in 
Scotland in recent years, at least on a 
full-time equivalent basis (see below). 
This issue of the Commentary will 
concentrate exclusively on developments in 
the "external" labour market. Recent 
developments in "internal" labour markets 
- that is, markets which exist within 
firms - will be considered at length in 
the next issue of the Ccmentary, together 
with data on changes in activity rates and 
migration flows. 
EMPLOYMENT: STOCKS AND FLOWS 
Table 3 shows recent changes in the number 
of employees in employment in Scotland. 
Total employment in Scotland has changed 
remarkably little in the last four years, 
showing an increase of 0.9% over that 
period. However, a slightly longer-term 
perspective shows more significant change 
in the period between 1979 and 1982, 
during which employment fell by over 8%. 
While total employment has risen by 18,000 
since 1982, male employment has declined 
(more or less steadily) by 33,000; female 
employment has more than offset this fall, 
and increased by 51,000 over the period. 
It is clear, however, that this increase 
is entirely due to the rise in female 
part-time employment. Part-time 
employment is accorded an equal weighting 
with full time employment in the official 
recording of employment statistics. If a 
more reasonable weighting is adopted 
whereby two part-time jobs is equivalent 
to one full-time job, then the increase in 
total employment referred to earlier would 
be eliminated. 
Changes in the composition of the Scottish 
workforce in employment are mirrored very 
closely by their counterparts in the UK. 
Total employment rose by 0.8% over the 
previous four years (as compared to 0.9% 
in Scotland) and the proportional changes 
in male and female employment indicated 
above are very closely matched by their 
respective changes in the UK. 
The changes, while small from one quarter 
to another, are cumulatively significant. 
The percentage ratio of female to male 
employment has risen from 7 4% in 1979 to 
86% in 1986, during which time part-time 
female employment increased by 25%. 
Changes in the nature of job market 
opportunities have thus occurred and 
continue to do so. There are many 
reasons suggested to account for these 
developments - the relative cheapness and 
flexibility of a part-time workforce may 
be important, for example. The well-
docunented increase in female 
participation rates in the labour market 
would, in any event, tend to result in an 
evening out of the male to female 
employment ratios, particularly if 
discrimination against females in 
employment is simultaneously lessening 
(although no evidence is presented to 
support this case). The most important 
contributory factor may well be the 
changing relative employment prospects 
across sectors, in conjunction with 
differences in the sexual composition of 
employment between these sectors. 
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Table 4 Employees in employment in Scotland (000s): production and construction 



































































































Source: Employment Gazette 








































































































Source: Employment Gazette 
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Table 3 also documents the continuing 
decline of employment opportunities in 
Scottish manufacturing, in contrast to the 
relatively buoyant employment offered by 
the service sector. What is particularly 
dramatic is the 31% drop in manufacturing 
employment since 1979, significantly 
larger than the 23% fall for the UK. 
Tables 4 and 5 provide a more detailed 
picture of the distribution of employment 
changes in the production/construction 
industries and the service sector (bearing 
in mind that 'manufacturing1 refers to 
categories 2-4 only of Table 4) . As this 
data is unadjusted for seasonal variation, 
quarter to quarter changes are not 
necessarily indicative of any underlying 
trend. Looking at the successive June 
results, the production and construction 
sector shows a fairly uniform pattern 
across its component industries; 
employment in each industrial group 
decreased by between 3,000 and 6,000 after 
June 1984. There is no sign of any 
increased employment prospect in any of 
these (broad) groupings. 
In contrast, the employment changes in 
services, given in Table 5, show more 
variation. All service sectors other 
than one (transport and communication) 
have exhibited increases in employment 
since 1984. However, the increases have 
varied quite considerably with the 
wholesale distribution, hotels and 
catering sector (+14,000) and the banking, 
insurance and finance sector (+15,000) 
showing particularly large employment 
gains. 
It has been observed often that, in 
particular, three industries have 
performed exceptionally in Scotland in 
recent years. Table 6 shows employment 
in these three industries, since 1978. 
Clearly they have not experienced the 
serious employment falls as in 
manufacturing as a whole. Coincident 
with this relatively good employment 
performance has been the rapid 
productivity rise in these industries. 
Evidence for this can be gained when one 
compares the employment levels in Table 6 
with the following output indices: 
SCOTLAND: 1986 indices of output: (1980 
= 100) 
Average manufacturing 100 
Health care 170 
Electronics 200 
High technology manuf. 212 
The prognosis for net gains in 
manufacturing employment following from 
this analysis is clearly not encouraging. 
The most successful industries, in terms 
of output increases, are also likely to be 
the quickest growing in terms of 
productivity; at best, therefore net 
manufacturing employment is likely to 
remain roughly constant unless output can 
be increased at exceptionally high rates. 
The three industrial categories referred 
to in Table 6 share another 
characteristic; the large proportion of 
foreign ownership within these industries. 
Some new information on multinational 
enterprise in Scotland has recently been 
provided by the Industry Department for 
Scotland (IDS) (reported in the Scottish 
Economic Bulletin, December 1986). A new 
database introduced by the IDS allows for 
much more detailed analysis of the 
contribution of foreign-owned firms to the 
Scottish economy than has hitherto been 
possible. 






































n/a: not available 
Source: Scottish Economic Bulletin, 
December 1986 
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The overall employment trends in foreign-
owned multinational enterprises (MNE) show 
that between 1950 and 1974 MNE 
manufacturing employment as a share of 
total manufacturing employment in Scotland 
increased from 4? to 18%. Approximately 
three quarters of MNE employment was in US 
companies in 1975. 
Since 1975, the decline in UK and in 
Scottish manufacturing has been mirrored 
by a worsening employment performance in 
the MNE sector. The decline in foreign-
owned MNE employment has, however, been 
rather less severe. 
Of particular interest in the IDS MNE 
database is the information provided on 
the "components of change" in employment. 
Acquisition of existing UK-owned plant has 
been of growing importance since the late 
1960s, whilst new plant openings on 
greenfield sites have declined 
significantly (with the important 
exception of the electronics industry). 
Since 1975, job gains from expansion of 
existing plants have also declined 
markedly. 
UNEMPLonerr; STOCKS AHD FLOWS 
This section will consider the latest 
available information on the STOCK of 
employed persons, and the FLOWS of 
individuals to and from that stock. 
Unemployment flows can indicate the 
dynamic processes occurring in the job 
market, and can assist in an appreciation 
of its impact on welfare; it is clear that 
the welfare implications of unemployment 
are very different if the stock is made up 
of a given number of unchanging 
individuals compared with a larger number 
of persons periodically moving between 
different states in the job market. 
The stock of unemployment, on a seasonally 
adjusted basis has risen between November 
and December 1986 by 1,400. Indeed the 
stock has risen in every month except one 
since November 1985; this upward trend was 
only disturbed by a fall of 100 in 
September 1986. In the twelve months 
from December 1985, adjusted unemployment 
has risen by 13,300, representing an 
increase in the unemployment rate from 
13.3? to 13.8?. An inspection of Table 7 
reveals no clear indication of a slowing 
down in the rate of increase of 
unemployment - although the large 
increases in the summer of 1986 have not 
been repeated since that time. 
Male unemployment continues to be 
significantly higher than the average, and 
has risen by 1,600 to 242,800 in December 
1986. Meanwhile female unemployment has 
fallen slightly for the fifth successive 
month, and stood at 104,900 in December. 
Table 8 Scotland - Unadjusted flows to 















































+Figures since February 1986 are on the 
new basis (estimated for February) and 
are not directly comparable with earlier 
figures. It is estimated that the change 
in the compilation of the figures reduces 
the count by 4,570 on average. 
•The recorded unemployment flows are only 
slightly affected by the change in the 
compilation of the unemployment 
statistics from March 1986. 
Source: Employment Gazette 
Table 8 shows the monthly unemployment 
flows since December 1985. These figures 
are not seasonally adjusted, and exclude 
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Title 9 LileLihocd* of beoamng unaipLoyed and 
ceasing to be uneaployed by region and sex 
Scotland 
MBLE 
Ite^iLcpnent rates (%) 
July 1985 16.6 
July 1985 16.6 
Likelihood of beaming unarployedi£ 
April 198Wuly 1985 
April 198>July 1985 
Change 
Likelihood of ceasing to be 
April 1985-July 1985 
April 1986-July 1986 
Ohange 
FEMLE 
Unenplojtnsnt rates (%)£ 
July 1985 
July 1986 
Likelihood of beaming trapLoyedtf 
April 1985-July 1985 
April 198SJuly 1985 
Change 
Lildjhxd of ceasing to be 
11 IHIITI ryu P * 
April 1985-July 1985 
April 1986-July 19&7 
Charge 




Likelihood of beaming unanicyedtf 
April 198Wuly 1985 
April 1985-July 1985 
Change 
Likelihood of ceasing to be 
unaipLoyed** 
April 198>July 1985 


















































* These likelihoods provide a relative guide to the 
prospects of an individual beaming or ceasing to 
be matployed. They cannot be taken as actual 
probabilities for these events. 
+ The likelihood of becoming uienpLoyed is the 
inflow expressed as a percentage of the average 
nuifcer of employees in employment, the unemployed 
and self-«iployed and HM Forces. 
** The likelihood of ceasing to be unatployed is the 
outflow expressed as a percentage of the average 
rmfeer unemployed over the quarters. 
£ While the figures for unemployment rates are 
presented to one decimal place, they should not 
be regarded as inplying precision to that degree. 
The rates for those under 20 are subject to the 
widest error. 
Source: Employment Gazette 
school leavers ( i f such an exclusion were 
not made, a misleading impression of the 
magnitude of va r i ab i l i t y would be given). 
The average monthly inflows and outflows 
40,450 and 39,890 respect ively, each 
represent approximately 11.5? of the 
unemployment stock. If the same 
individuals were to change s ta tus between 
employed/unemployed only once, after a 
period of 9 months the stock would be made 
up of . a completely different set of 
people. This i s , however, a grossly 
un rea l i s t i c assumption; the p robab i l i t i e s 
of changing job market s ta tus vary greatly 
between di f ferent groups in the labour 
market. 
An in te res t ing way of looking a t 
unemployment stocks and flows i s in terms 
of the (average) ' l ikel ihood of becoming 
unemployed1 and ' l ikel ihood of ceasing to 
be unemployed'. These s t a t i s t i c s , using 
the l a t e s t avai lable information, are 
given in Table 9 for Scotland and Great 
Br i t a in . For both males and females the 
likelihood of becoming unemployed i s much 
less than tha t of ceasing to be 
unemployed. (The two f igures , in 
percentage terms for males and females 
together in Scotland being 5.3 and 36.9 
respect ive ly . ) This difference r e f l e c t s 
the fact that while inflows and outflows 
are approximately equal when the stock of 
unemployment i s steady, the "likelihood of 
becoming unemployed" r a t e expresses 
inflows as a percentage of a much larger 
number (the workforce) than the 'ceasing 
to be unemployed' figure which expresses 
outflows as a percentage of t o t a l 
unemployment. 
Comparing Scotland and Great Br i ta in , i t 
i s c lear that the likelihood of becoming 
53 














































































































































Note: Seasonally adjusted figures have been revised and are all consistent with the new 
coverage. 
Source: Employment Gazette 
Table 10 Unemployment: Scotland - Age and duration: 9 October 1986 
Hale Female 
Under 55 4 Under 55 & 
25 25-54 over All 25 25-54 over All 
Duration in weeks 
2 or l ess 



















































































































unemployed is significantly higher in 
Scotland for both males and females. 
This likelihood has increased between 1985 
and 1986 for both sexes in Scotland and 
Britain. The likelihood of ceasing to be 
unemployed has increased for males in the 
two areas, although for Scottish females 
it has fallen by a small amount. As 
before, caution should be exercised in the 
interpretation of these likelihoods; they 
would only apply to each individual in a 
completely homogenous labour force. In 
fact the labour force is highly 
heterogenous, and employment opportunities 
and security vary widely between different 
categories of the labour market. Data on 
unemployment from other sources, shows 
clearly that unemployment is particularly 
skewed in the direction of unskilled and 
semi-skilled manual workers. 
Turning now to duration rates, Table 10 
illustrates unemployment duration by age 
and sex. The striking feature of this 
data is the evidence of a large core of 
long term unemployed. Forty-one percent 
of total unemployed persons in Scotland 
have been unemployed for over one year; 
58S for more than 6 months. The 
corresponding figures for males alone are 
45? and 61 J. 
Finally, Table 11 shows median durations 
of unemployment for those who have 
completed and those who have not yet 
completed spells of unemployment at June 
1986. The median figures of over 15 
weeks for the former and 38 weeks for the 
latter are broadly in line with the 
durations for the whole of Great Britain. 
As was suggested in a previous issue of 
the Comnentary (February 1986), these 
statistics may be used to shed some light 
on alternative theories of unemployment. 
Broadly speaking, monetarists or neo-
classical theorists tend to see 
unemployment as largely voluntary; the 
individual is in a state of unemployment 
whilst engaging in a process of search to 
gain better information about the 
distribution of wage and job offers. In 
this scenario, the more imperfect is the 
flow of information in the market, the 
greater will be the 'equilibrium' stock of 
unemployment. Keynesians focus more 
closely on the level of demand in the 
economy and see unemployment as an 
involuntary consequence of insufficient 
demand. An extreme Keynesian position 
would thus suggest a pool of unemployed 
persons, with little movement into or out 
of this pool except when cyclical changes 
in demand occur. Neither this extreme 
case, nor the rapid change and high 
volatility implied by the neoclassical 
perspective seem to fit easily with the 
data. The co-existence of significant 
flows together with large numbers of long-
term unemployed suggest that both theories 
have a role to play in explaining 
unemployment. 
Table 11 Median duration of unatpLoyment by 
and sac (weds) 
region 
MflLE 
CcapLeted spells (computerised 
records only) 
April 1985-July 19&5 
April 1986-July 1986 
Change 





Canaeted spells (computerised 
records only) 
April 198Wuly 1985 
April 198SJuly 1986 
Change 




MSLE « © FBflLE 
Completed spells (computerised 
records only) 
April 1985-July 1985 
April 1986-July 1986 
Charge 











































Source: "Employment Gazette" 
55 
INDUSTRIAL RELATIONS 
Scottish industrial relations continued to 
be dominated by the teachers' dispute. 
The recommendation, by the EIS, to reject 
the Main/Rifkind package had prompted new 
initiatives by both sides of the dispute. 
The Secretary of State for Scotland 
indicated a preparedness to adopt 
legislative measures similar to those 
contained in the Education Bill. The 
EIS, whilst calling a one day national 
stoppage, offered to negotiate 'without 
conditions' in an attempt to break the 
deadlock. Following a degree of public 
posturing by both sides two working groups 
were established, within the established 
Scottish Joint Negotiating machinery, to 
produce separate reports on teachers' pay 
and conditions of service. The Secretary 
of State had insisted on an active role 
for SED representatives in this process, 
thereby hoping to ensure that expenditure 
limits were not exceeded. The trade 
unions, facing the increasing likelihood 
of a legislatively imposed settlement and 
a growing sense of weariness on the part 
of their members, had effectively reduced 
their bargaining aims to securing a more 
egalitarian salary structure and 
protection of their members from the more 
extreme managerialist proposals in the 
Main Report. 
The EIS executive, in reducing its 
objectives, faced the difficulties of 
convincing the membership to accept the 
change in policy and revised agreement. 
Hence the threats by John Pollock to 
resign and attempts to reduce the actions 
of those local associations of the union 
opposed to the proposed settlement. Over 
72? of the EIS membership accepted these 
terms, but whilst 87% of primary teachers 
supported the agreement only 56? of 
secondary teachers favoured the 
settlement. Such divisions may well 
weaken the union in its negotiations over 
a series of important issues which were 
deferred until the results of reports are 
known and joint working parties have met. 
Moreover, the voting pattern may herald 
further and more extensive divisions 
within the EIS and lead to changes in the 
relative size of unions within education. 
Scottish education continues to face major 
problems. The recent agreement shelved 
the contentious issues of absentee cover 
and composite classes, leaving these to be 
discussed by joint working parties. The 
agreement did not touch on the other major 
problem facing education, the declining 
school rolls and hence the closure of 
schools. Whilst there has been some 
change in policy - the language is now of 
school mergers rather than closures - the 
decline in pupil numbers will inevitably 
lead to dislocation of teaching and local 
disputes. 
Reductions in the level of government 
support are the cause of the continuing 
financial difficulties facing Scottish 
universities. Aberdeen, Dundee and 
Strathclyde have had to develop a series 
of plans to reduce projected deficiencies. 
However, such schemes, implying 
redundancies, and either the closure of 
departments (Dundee), reduction in the 
scale of subjects taught in the Arts 
faculty (Strathclyde), and alternative 
work patterns (the four term forty week 
year proposal for Aberdeen), have all met 
with considerable opposition. However, 
the long running pay dispute is likely to 
be the first cause of industrial unrest. 
A day of action in March is to be followed 
by boycotts of final examination marking 
in June. 
Elsewhere the contours of Scottish 
industrial relations continue to be shaped 
by closure and redundancies. The dispute 
involving more than 10,000 Scottish 
employees of British Telecom stems from a 
national dispute over wages, as does the 
threat of similar action by electricians 
at the BBC. Lobbying of Parliament by 
staff at the Royal Naval Dockyard at 
Rosyth is a consequence of the continued 
fears for employment after privatisation. 
Both the coal and steel industries face a 
bleak future. The dismantling of 
Gartcosh with the coil inspection line to 
Shotton and temper mills to Port Talbot, 
is a clear indication of British Steel's 
intention to run down its Scottish 
activities. Similarly the indication 
that British Coal is being put into a 
state of readiness for privatisation bodes 
ill for Scottish Coal which has still to 
achieve an operating profit and faces 
declining demand. British Rail's closure 
of freightliner depots at Aberdeen, Dundee 
and Edinburgh with the loss of 120 jobs 
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went re la t ive ly unnoticed in a spate of 
redundancies which included: 430 
announced from Distil lers by Guinness; 620 
by Babcocks; 500 at Kestrel Marine; 360 at 
Burroughs, several hundred arising from a 
ra t iona l i sa t ion by the Clydesdale bank; 
330 plus with the closure of the Golden 
Wonder factory; 120 by Brocks at Sanquhar; 
and threats to some 450 with the run down 
of the Drybroughs brewery in Edinburgh. 
The announcement of a fu r the r 1,700 
redundancies at Scott Lithgows leaving a 
rump of 700 permanent staff raises serious 
questions as to the ability of the yard to 
compete effectively for major orders in 
the f u t u r e . More gene ra l ly , the 
re la t ive ly low levels of EC support for 
shipbuilding threaten, in the long term, 
the remainder of S c o t t i s h merchant 
sh ipbu i ld ing . The c losure of the 
Caterpillar factory at Uddingston, with a 
loss of 1,200 jobs attracted the greatest 
publicity. The obvious embarrassment i t 
posed for the Secretary of State for 
Scotland who had listed the factory as an 
example of the growing secu r i ty of 
employment in Scotland being the prime 
cause for government concern. 
Two government init iat ives may well return 
a degree of self control to Scottish 
industrial relations but the consequences 
of such changes are l i k e l y to be an 
increasing gulf in the wages and salaries 
between Scotland and other parts of the 
United Kingdom. F i r s t , both the 
C h a n c e l l o r of the Exchequer and 
Environment Secretary have urged councils 
to opt out of national pay deals, to end 
the established machinery for determining 
pay and conditions on a national basis . 
Such changes have already taken place in 
s tee l , mining, shipbuilding and Bri t ish 
Telecom. The Treasury has proposed 
similar geographical variations in pay for 
c iv i l servants and inland revenue staff. 
The current Education Bil l includes the 
provision for a s imilar break up of the 
na t iona l bargaining machinery - the 
Burnham machinery - for t eachers in 
England and Wales. Secondly, the 
government has announced requirements for 
local authorities to increase the range of 
services they put out to private tender, 
including: refuse collect ion, s t r ee t 
cleaning, building maintenance, catering, 
vehicle maintenance and parks services. 
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Regional Review 
REGIONAL LABOUR MARKETS 
Due to changes in the compilation and 
calculation of unemployment data, some of 
the figures reported in t h i s section may 
appear to be at variance with those used 
in the Labour Market section. For an 
e x p l a n a t i o n of t h e s e changes t h e 
interested reader i s referred to previous 
Commentaries. 
Between September and December of l a s t 
year Scotland's seasonally unadjusted 
unemployment to t a l climbed by a further 
2,190 (0.655) to 365,217 (Table 1). The 
rate now stands at 15.9%, 0.1% higher than 
three months previously. The r i s e in 
unemployment occurred in most parts of the 
country with only three of the twelve 
Regional and I s l and Authori ty a reas 
registering a fa l l : Strathclyde, Lothian 
and Fife. 
The most substantial increases occurred in 
Highland, Grampian and the Shetland 
Islands as the r ipple effects of the 
troubles in the o i l industry continued. 
Of these three areas, Highland and the 
Shetland Islands which were especialy 
h a r d - h i t with i nc r ea se s of 13.7% and 
17.7%, r e s p e c t i v e l y s ince September. 
Thus, almost a year af ter the oi l price 
began to f a l l severe employment effects 
are s t i l l being experienced. The Western 
I s l e s continues to be, by far, the area 
with the highest unemployment at 24%, 
while on the mainland Strathclyde leads 
the way with 18.4%. At 10%, Borders 
remains the lowest unemployment region 
(excluding Shet land)despi te an increase 
of 225 since September. An in te res t ing 
feature of the figures i s tha t , for the 
f i r s t time, the unemployment rate in each 
of the regions is in double figures. 
The previous Commentary noted that against 
the background of rising unemployment, men 
have been faring worse than women in 
recent months. This trend continued to 
an even greater extent between September 
and December. Whereas male unemployment 
rose by 0.5 po in t s to 19.7%, female 
unemployment again fel l , by 0.4 points to 
11% (Table 2). The increase in male 
unemployment was almost universal, the 
only s l i g h t a rea of r e l i e f being in 
Lothian where the rate remained unchanged 
at 16.5%. Male unemployment stands at 
32.2% in the Western I s l e s , begging very 
serious questions about government policy 
for the area. On the mainland male 
unemployment varies from 11.3% in Borders 
to 23.5% in Strathclyde. Although far 
from satisfactory, the position for women 
appears to be l ess bleak. Unemployment 
f e l l in five areas and rose in six. The 
l a rges t increase came in Highland where 
the r i s e of 2.7 p o i n t s g ives i t the 
h ighes t female unemployment r a t e in 
Scotland a t 14.5%. 
Table 1 Unemployment by region 
Total Change since % rate 

























































Source: Department of Employment 
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Tables 3 and 4 demonstrate tha t there i s a 
c o n s i d e r a b l e v a r i e t y of unemployment 
exper ience w i t h i n r eg ions as we l l as 
i n t e r r e g i o n a l va r i a t ions . Looking f i r s t 
a t the differences between regions, a high 
unemployment r eg ion i s one in which a 
ma jo r i ty of the T r a v e l - t o - W o r k Areas 
(TTWA) exceed the Scott ish average. This 
conf i rms S t r a t h c l y d e and H igh l and i n 
p a r t i c u l a r as being high unemployment 
areas, and in t h i s respect the posi t ion of 
both r e g i o n s has d e t e r i o r a t e d s ince the 
l a s t Commentary. In c o n t r a s t , Borders 
and Grampian continue to experience lower 
than average unemployment throughout most 
of the i r a reas . 
Table 2 Unemployment rates by sex and by 
region 
Change since 
% rate Dec 1986 Sept 1986 

































































Scotland 19.7 11.0 0.5 -0 .4 
Source: Department of Employment 
From Table 4 and the f inal column of Table 
3 r e g i o n s i n w h i c h t h e r e i s a 
p a r t i c u l a r l y uneven d i s t r i b u t i o n of 
unemployment can be i d e n t i f i e d . The 
prime examples of t h i s are in Grampian and 
Dumfries and Galloway. In the former 
eight of the nine TTWAs have unemployment 
r a t e s in excess of the r eg iona l average , 
wi th the d i f f e r e n c e between the h ighes t 
and lowest being 16.8 points. 
The most accurate measure of the d ispar i ty 
of unemployment r a t e s i s the r a t i o of the 
highest (Forres) to the lowes t (Aberdeen) 
which stands a t 2.89. The r a t i o declined 
throughout most of 1986 as unemployment in 
Aberdeen rose. In Dumfries and Galloway 
five of the seven TTWA have unemployment 
ra tes above the regional average, with the 
r a t i o of h i g h e s t (Cumnock & Sanquhar) t o 
lowes t (Dumfries) being 2.79. Both of 
these r eg ions a re c h a r a c t e r i s e d by l a r g e 
d o m i n a n t , low unemployment c e n t r e s 
surrounded by s m a l l e r communit ies wi th 
re la t ive ly high unemployment. 
Cumnock and Sanquhar has aga in d i sp l aced 
F o r r e s a s t h e a r e a w i t h t h e h i g h e s t 
unemployment r a t e . Skye and Wester Ross 
r e p l a c e s Su ther land as the TTWA wi th the 
h i g h e s t unemployment r a t e in Highland 
region. 
Table 3 TTWA in region with unemployment 
r a t e s above the S c o t t i s h and 
regional averages 
No above No above 
Scottish regional 









































•In addit ion, the Dunfermline r a t e i s the 
same as the regional r a t e , 16.4%. 
**In a d d i t i o n , the Oban r a t e i s the same 
as the regional r a t e , 18.4%. 
Source: Department of Employment 
Table 4 TTWA with highest and lowest 
unemployment rates 
High High 
% -Lou /Low 
Borders H Berwickshire 15.1 6.4 1.80 
L Galashiels 8.4 
Central H Alloa 
L S t i r l i n g 
18.5 4.9 1.36 
13.6 
B o r d e r s and Grampian R e g i o n s had a 
markedly higher r a t e of off-flow than any 
of t h e o t h e r s , a t 11.1% and 12.7% 
r e s p e c t i v e l y , i n d i c a t i n g t h e r e l a t i v e 
buoyancy of t h e i r l abour marke t s . This 
in s ta rk contras t t o Strathclyde where the 
r a t e was 7.U%. Put s imply , t h i s means 
t h a t for every 1,000 people who were 
unemployed in November, 127 had l e f t t he 
r e g i s t e r in Grampian by December wh i l e 
only 74 people had l e f t i n S t r a t h c l y d e . 
In a l l but two of the r e g i o n s - F i f e and 
Grampian - the p r o b a b i l i t y of l e a v i n g 
unemployment was higher for women than for 
men. 
Dumfries H Cumnock & 
& G/way Sanquhar 26.9 16.5 2.59 
L Dumfries 10.4 
Fife H Kirkcaldy 17.4 5.4 1.45 
L North East 
Fife 12.0 
Grampian H Forres 
L Aberdeen 
25.7 16.8 2.89 
8.9 
Highland H Invergordon & 
Dingwall 25.3 12.0 1.90 
L Thurso 13.3 
Typ ica l ly the female of f - f low r a t e was 
markedly higher and t h i s i s one reason for 
the f a l l in the female unemployment r a t e . 
Table 6 focuses on t h e p r o b a b i l i t y of 
becoming unemployed between November and 
December. In the main t h e r e i s very 
l i t t l e d i f f e r e n c e among the mainland 
r e g i o n s , a l though Borders , aga in , does 
have a n o t i c e a b l y lower r a t e of on-f low. 
In every area the probabi l i ty of becoming 
unemployed i s g r e a t e r for men than for 
women. 
Lothian H Bathgate 
L Haddington 
S/clyde H Irvine 
L Oban 
20.6 9.5 1.86 
11.1 
24.9 10.5 1.73 
14.4 
Table 6 P r o b a b i l i t y o f j o i n i n g t h e 
unemployment r e g i s t e r f roa the 
labour force between November and 
Deee*ber 1986, by region (%) 
Tayside H Arbroath 
L Perth 
20.5 9.8 1.92 
10.7 
Hale Female All 
Source: Department of Employment 
According to the Department of Employment 
40,427 people became unemployed between 
November and December whi le 34,910 l e f t 
the r e g i s t e r . Table 5 p r e s e n t s the 
p robab i l i t i e s of leaving unemployment for 
men and women in each region. (Again i t 
must be recogn ised t h a t a person l e a v i n g 
the r e g i s t e r i s not n e c e s s a r i l y moving 
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11.1 ( 2) 
8.7 ( 7.5) 
8.1 (10) 

























Source: Department of Employment 
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Tables 5 and 6 y i e ld the fol lowing 
conclusions. First, the level of labour 
market ac t iv i ty i s much greater in low 
unemployment areas such as Grampian and 
Borders. Secondly, women appear to be 
faring be t te r than men both in terms of 
leaving the register and joining i t . 
Table 6 Probabi l i ty of j o i n i n g the 
unemployment register from the 
labour force between November and 
December 1986, by region (%) 









St ra thc lyde 
Tayside 
Orkney Is lands 
Shetland Is lands 

























1.3 ( 2.5) 
1.6 ( 5.5) 
1.7 ( 8.5) 
1.7 ( 8.5) 
1.7 ( 8.5) 
2.1 (11) 
1.4 ( 4) 
1.7 ( 8.5) 
1.6 ( 5.5) 
1.3 ( 2.5) 
1.0 ( 1) 
2.5 (12) 
Source: Department of Employment 
Table 7 shows redundancies notified during 
December and January. Due to the 
regulations covering the reporting of 
redundancies these f igures gross ly 
understate the true figures but they are 
nevertheless useful as a guide. 
A t o t a l of 3,228 redundancies were 
reported during the two months with the 
overwhelming number being in Strathclyde. 
Manufacturing redundancies accounted for 
more than half of the to t a l , indicating 
that the decline in employment in th i s 
sector has not been arrested. Of the 
redundancies in the primary sector the 
majori ty occurred in coal mining in 
Strathclyde. 
Table 7 Notified redurferraes by sector 
and by region, Dacember 1986 and 
Jarury 1967 















































Total 3,228 581 1,706 441 451 
Source: Manpower Services CannLssion 
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